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China Southern Airlines Company Limited (the “Company”) on or around April
25, 2002 distributed its Annual Report, together with the Revised and Restated Notice
of Annual General Meeting, Form of Proxy for Annual General Meeting, and Reply Slip,
in English and Chinese to its shareholders. A copy of each of the documents is
included in this Form 6-K of the Company.
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The Stock Exchange of Hong Kong takes no responsibility for. the contenis of this announcement, makés no
representation as 10’ its’ accuracy or completeness and expressly disclaims any liability whatsoever for any loss
howsoever arising from orin reliance’ upon the whole or any part of the contents of this announcement.

TEEAMERGERAR
China Southern Airlines' Company Limited

{a joint stock limited compary incorporated in-the People’s Republic of China with limited liability)

ANNOUNCEMENT

Summary

Reference is made to the notice of 2001 annual general meeting (“AGM") and the 2001 annual
results announcement of China Southern Airlines Company Limited (the “Company”) published on
April 15, 2002. The board of directors of the Company would like to postpone the date of the AGM
to June 25, 2002 and to reflect other consequential amendments as a result of such change.

Reference is made to the notice of AGM (the “Notice™) and the 2001 annual results announcement of -
the Company published on April 15, 2002. The board of directors of the Company would like to
postpone the date of the AGM to June 25, 2002 and to reflect other consequential amendments as a
result of such change.

Detalled changes to the Notice are set out as follows:

1. the time and date of the AGM are changed from “9:00 a.m., on Tuesday, June 18, 2002” to “9:00
a.m., on Tuesday, June 25, 2002";

2. - asregards note 1 of the Notice, shareholders of the Company who are regrstered on the reglsters
of shareholders of the Company at the close of business on “May 24, 2002 instead of “May 17,
20027 shall have the right to attend the AGM aftér completing the required registration
procedures. i

3. as regards note 2(1) of the Notice, Eligible Shareholders intending to attend the AGM erther in
person or by proxy must deliver to the Company, on or before “June 4, 2002” instead of “May
28, 20027, either in person by post or by fa)’r the reply slip for attending the AGM. ‘

4. as regards note 2(ii) of the Notice, holders of H shares of the Company who are Ehglble
Shareholders :and intend to attend the AGM and be listed on the distribution list for final
dividends must deliver their instrument of transfer together with the relevant share certificates
to Hong Kong Registrars Limited, theregister of H shares of the Company, at or ‘before 4: 00 p.m:-
on “May 24, 2002” instead of “May 17, 2002".

5. as regards note 2(iii) of the Notice, the reglster of H shares of the Company will be closed “from-
May 26, 2002 to June 24, 2002 (both days inclusive)” instead of “from May 19, 2002 to June
17, 2002 (both days inclusive)”. .

Detailed changes to the 2001 annual results announcement pubhshed on April 15,2002 are set out as
follows:

1. as regards the paragraph under “D1v1dends" the reference to final dividend being recommended '
to be paid to shareholders on the Reglsters of Members will be “June 3, 2002” mstead of “May"
25, 2002”7 .

Detailed changes to the 2001 annual report of the Company to be circulated to the shareholders are set
out as follows:

1. as regards the paragraph under “Drvrdends” set out in the “Report of the Directors” sectton the
reference to final dividend being recommended to be paid to shareholders on the Reglsters of
Members will be “June 3, 2002” instead of “May 25, 20027, .

After revision, the revised and restated Notice is set out ina separate announcement pubhshed on the
same date hereof.

By Order of the ‘Board of Directors
Su Liang

: C Secret
Guangzhou, the PRC ompany ecretary’ .

April 24, 2002
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TEEAFMERMSERL A
China Southern Airlines Company Limited

{a joint stock limited company incorporated in the People’s Republic of China with limited liability)

REVISED AND RESTATED
NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the 2001 Annual General Meeting (*"AGM”) of China Southern
Airlines Company Limited (the “Company”) will be held at the Company’s headquarters at the
Guangzhou Baiyun International Airport in the PRC at 9:00 a.m., on Tuesday, June 25, 2002 to
consider the following businesses:

1. To consider and approve the Report of the Directors for the year 2001;

2 To consider and approve the Report of the Supervisory Committee for the year 2001;
3. To consider and approve the audited consolidated financial statements for the year 2001;
4 To consider and approve the proposals on dividend distribution and profit appropriation

for the year 2001;

5. To consider and approve the reappoimmerﬁ of KPMG as the international auditors and of
KPMG Huazhen as the PRC auditors of the Company for the year 2002 and to authorise
the Board of Directors to fix the remuneration thereof; and

6. To consider other matters, if any.

This notice supersedes the notice issued by the Company and published on April 15, 2002 for
convening the 2001 Annual General Meeting of the Company.

By Order of the Board of Directors
Su Liang
Company Secretary
Guangzhou, the PRC
April 24, 2002

Notes:
1. Eligibility for Attending the AGM

Shareholders of the Company who are regisleréd on the registers of shareholders of the Company at the close
of business on May 24, 2002 (“Eligible Shareholders™) shall have the right to attend the AGM after
completing the required registration procedures.

2. Registration Procedures for Attending the AGM

(i) Eligible Shareholders intending to attend the AGM either in person or by proxy must dehver to the
Company, on or before June 4, 2002, either in person, by post or by fax, a reply slip for attending the
AGM.

(it) Holders of H shares of the Company who are Eligible Shareholders and intend to attend the AGM and
be listed on the distribution list for final dividends must deliver their instruments of transfer together
with the relevant share certificates to Hong Kong Registrars Limited (“HKRL™}, the regxstrar of H
shares of the Company, at or before 4:00 p.m. on May 24, 2002.

(iii)  The register of H shares of the Company will be closed from May 26, 2002 to June 24, 2002 (both
days inclusive), during which period no transfer of H shares will be registered. ’

(iv)  When attending the AGM, a shareholder or his proxy shall produce proof of identity. If a corporate ~
shareholder appoints its legal representative to attend the meeting, such legal representative shall
produce proof of identity together with a notarised copy of the resolution of the Board of Directors
or other governing body of such shareholder appointing such legal representative to attend the meeting
or letter of authorisation.

3. Appointing Proxies

(i) An Eligible Shareholder has the right to appoint one or more proxies to attend the AGM and vote on
his behalf by completing a form of proxy. A proxy need not be a shareholder.

(ii) A form of proxy shall be used by an Eligible Shareholder or his attorney to appoint a proxy. lf the
proxy is appointed by the shareholder’s attorney, the power of attorney or other authorisation
document(s) authorising such attorney to appoint the proxy must be notarised.

(iii)  To be valid, the notarised power of attorney or other authorisation document(s), together with the
proxy form(s), must be delivered, in the case of holders of domestic-invested shares, to the Company
and, in the case of holders of H shares, to HKRL, not less than 24 hours before the time designated
for the holding of the AGM.

4. Miscellaneous

(i) The AGM is expected to last not more than one day. Shareholders who attend shail bear their own
travelling and accommodation expenses.

(ii} Hong Kong Registrars Limited is located al:

2/F, Vicwood Plaza
199 Des Voeux Road Central
Hong Kong

. (iii)  The registered address of the Company is:

Baiyun International Airport
Guangzhou 510405
PRC

Telephone No.: (+86) 20-8612 4738
Facsimile No.: (+86) 20-8665 9040
Website: www.cs-air.com
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TEEAREZBRBERAT
China Southern Airlines Company Limited

(a joint stock limited company incorporated in the People’s Republic of China with limited iability)

'Attab.hméht' A

Reply Slip

To: China Southern Airlines Company Limited

I/we intend to attend (in person/by proxy)' the AGM of the Company to be held on 25 June, 2002.

Name?

Number of ordinary shares
registered in my name?

Identity card/passport number'#

Share account number

Mailing address

Telephone number

Signature®: Date: i 2002

Notes:

1.

Please delete the option which is not applicable.

Please insert your full name in both English and Chinese in block capital letters.

Please attach a photocopy of proof of ownership of your shares.

Flease attach a photocopy of your identity card/passport,

This reply slip must be signed by the registered shareholder. If the registered shareholder is a company or an organization, then this reply sfio must

be sealed with the common seal of such company or organization or under hand by any directors or agents duly aopointed by such company or
organization.
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P EBIARERGAERAD
China Southern Airlines Company Limited ~ -

(a joint stock limited company incorporated in the People’s Republic of Cf:ina with lv‘_}nite'dvliiablli?y)

N ‘At»tac'hm’ent‘B‘
Form of Proxy for Annual General Meeting R

The number of H Shares to which this
proxy form relates!

I/We?, , holder of share account number ,
residing at .
being the registered holderof —___ ordinary shares of the Company, HEREBY APPOINT*

residing at

as my/our proxy/proxies to attend on my/our behalf the AGM of the Company to be held at the Company's headquarters at Baiyun
Intemational Airport, Guangzhou, PRC at 9:00 a.m., on 26 June, 2002 and to act and vote on my/our behalf at the AGM in respect of the
resolutions listed below, in accordance with my/our instructions below?.

Ordinary Resolutions For Against

—_

.- To approve the Report of the Directors for the year 2001

To approve the Report of the Supervisory Committee for the year 2001
To approve the audited consolidated financial statements for the year 2001

To approve the proposal on dividend distribution and profit appropriation for the year 2001

152N Bl Rl A

To approve the reappointment of KPMG as the international auditors and KPMG Huazhen as the
PRC auditors of the Company for the year 2002 and to authorise the Board of Directors to fix the
remuneration therecf; and

6. To approve other matters, if any.

Signature®: ~ Date: 2002

Notes:

1. Please insert the number of shares in the Company registered in your name(s) and to which this proxy form relates. If no such number is inserted,
this form of proxy will be deemed (o relate to all the shares in the Company registered in your name(s).

Please insert the name(s) and address(es) (as shown in the register of members) in block capital(s).
Please insert the number of all the Shares in the Company registered in your name(s).
If no person is appointed as proxy, the Chairman of the AGM will be deemed to have been appointed by you as your proxy.

1 you wish to vote for any of the resolutions, please insert a “Y'in the box marked “FOR” or if you wish to vote against any of the resclutions, please
insert a *¥* in the box marked "AGAINST" If no indication is given, then your proxy/proxies may vote in such manner as he/she/they think(s} fit.

6. This form of proxy must be signed by you or your attorney duly authorised in wiiting or, in the case of a company or an organization, either under
the common seal or under the hand of any director or attomey duly authonsed in writing. In any event, the execution shall be made in accordance
with the articles of association of such company or organization.

7. To be vald, this proxy form and, if such proxy form is signed by a person under a power of attorney or authonty on behalf of the appointer, a
notarised copy of that power of attorney or other authonty, must be delfivered to Hong Kong Registrars Limited at 2nd Floor, Viewood Plaza, 199
Des Voeux Road Central, Hong Kong in not less than 24 hours before the time appointed for the holding of the AGM.

8. A proxy, on behalf of the Shareholder, attending AGM shall bring along the proxy form duly completed and signed as well as the proof of
identification of the proxy, in the case of @ company or an organization, the proxy should also bring along a notarised copy of the resolution of the
board of directors or other governing body of the appointer or a letter of authorization.

g This proxy form shall be completed in form of a set of two copies, one of which shall be lodged to the Company pursuant to Note 7; and the other
copy shall be produced upon the AGM by the proxy of the Sharehoider pursuant to Note 8.

10.  Completion and return of the form of proxy will not preclude you from attending and voting in person at the AGM or any adjourned AGM should
you $o wish to.

o A N
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© Company Profile

2001 Annual Report

China Southem Airfines Company Limited (the ‘Company”)
together with its subsidiaries (collectively, the “Group”) is
one of the largest airfines in the People’s Republic of China
{(“China” or “the PRC"). In 2001, the Group continued to
rank first among all Chinese airlines in terms of volume of
passenger traffic, number of scheduled flights per week,
number of hours flown, number of routes and size of aircraft
fleet.

As of the year end of 2001, the Group operated 385 routes,
of which 320 were domestic, 43 were intemational and 22
were Hong Kong regional. The Group operates the most
extensive domestic route network among all Chinese
atrfines. In 2007, the Group operated an average of 4,001
landings and take-offs per week serving 88 destinations,
covering 66 cities in China including Beijing, Shanghai,
Tianjin, Guangzhou, Shsenzhen, Wuhan, Changsha,
Zhengzhou, Xiamen, Xian and Chengdu. Most of these
cities served by the Group are located in commercial
centres or rapidly developing economic regions in China.
The Group's headquarters is located in Guangzhou, one
of the gateway cities of China. Located in the rapidly
developing Pearl River Delta region, Guangzhou is the
transportation hub of Southem China.

In addition to its main route base in Guangzhou, the Group
maintains ten regional route bases in Zhengzhou, Wuhan,
Changsha, Shenzhen, Haikou, Zhuhai, Xiamen, Guilin,
Shantou and Guiyang. Most of its regional route bases are
located in provincial capitals or major commercial centres
in the PRC.

The Group operates a portion of its air transportation
business through its subsidiaries, namely Xiamen Airlines
Company Limited ("Xiamen Aidines"), Southermn Airlines
Group Shantou Airines Cornpany Limited, Guangxi Aidines
Company Limited, Zhuhai Airlings Company Limited and
Guizhou Airlines Company Limited (collectively, the “Airline
Subsidiaries”). Each of the Airine Subsidiaries is 60%-
owned by the Company.

As of 31 December, 2001, the Group cperated a fleet of
111 aircraft, consisting primarily of Boeing 737-200, 737-
300, 737-500, 737-700, 747-400, 757-200, 777-200 and
Airbus 320-200 aircraft. Most of the aircraft were held under
finance and operating leases. The average age of the
Group's fleet was 7.48 years as of the year end of 2001.
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@ Financial Highlights

Total Revenue The Board of Directors of the Company is pleased to present below the consolidated
mmé o results of the Group for the year ended 31 December, 2001, prepared in accordance

mm with Intemational Accounting Standards (IAS”), together with the comparative figures for
the corresponding period in 2000. The following consclidated resutts should be read in
conjunction with the consolidated financial statements and the Report of the Intemational
Auditors contained in this annual report {the “Annual Report”).

Inemationdl passenger
revenue 1,800 (11.0%)

Cargo & maf 1,406 (B.3%)
Other revenue 418 {2.5%)

Consolidated Profit and Loss Account

For the year ended 31 December, 2001 vs 2000
2001 2000 2001 2001 increase/
RMB'000 RMBOOD HK$'000 Us$'000 {decrease)
%
mmﬂ) Traffic revenue;
Passenger 15,055,496 13,254,714 14,195,263 1,819,044 136
Cargo and mai 1,406,036 1,451,445 1,325,699 169,881 3.1}
Fassenger Traffic Capacity (Avaiable Seat Kilomstres (ASKs) 16,461,502 ¢ 14706150 | 15520962 1,988,925 119
L on Otrer revenue 418,126 472,159 394,235 50,519 (114)
rematond Total operating revenue 16,879,658 15178318 15,915,197 2,039,444 112
6,981 {17 4%} :
Operating expenses: :
Flight operations 6,905,628 6,109,021 6,511,058 834,356 130
Maintenance 2014579 1758581 | 1,899471 243,407 146
Arrat and
traffic senvicing 2,297,521 2,069,114 2,166,246 277,592 1.0
Promotion and sales 1,540,780 1,377,682 1,452,744 186,161 118
o paa General and
administrative 892,233 809,225 841,253 107,802 10.3
Depreciation and
amortisation 1,814,974 1,863,789 1,111,211 219,290 {26)
Other 13,270 8805 12,512 1,603 507
P 1ger Traffic {Revenue Passenger Kik {*RPKs") Total operating
&‘m expenses 15,478,985 : 13996217 : 14,594,555 1,870,211 106
HK regondd :
1,060(4.2% ;
Flematord Operating profit 1,400,673 1,182,101 1,320,642 169,233 185
4,550 (18.2%) ; ;

Domestc
19,447 {77.6%)

2001 Annual Report




Financial Highlights conts) &

Consolidated Profit and Loss Account (cont'd) Passenger Traffic (RPK)
" -
L _»_Fov the year ended 31 December, 2001 vs 2000
2001 2000 2001 20 Increase/ 30,000
RMB’000 RMB'000 HK$'000 US$'000 {decrease) 26,000
M :
20,000
Norn-operats
. cpeing 15,000
income/{expenses):
Share of associated ‘ 10,000
companies’ resufts 53,077 45949 50,044 6,413 165 5000
Share of joinlly controlled '
entity’s results 1 {4,034} - {3,804) {487) —_ 0
(Loss)igein on sdle
of fixed assefs (55,889) 372,596 (52,696 {6,753} {116.0)
Interest icome 49878 1 90283 41,028 6,026 (44.8)
Interest expense (933,717} (1,074,236) {880,367) {112,814) 13.1)
Exchange gain, net 296,717 318,502 279,820 35,857 j 6.8)
Other, net {11,509) {3,965) (10,850) {1,390} : 1903 Passenger Capacity (ASK)
; miion
Total net non-operaling
expenses B05417)  (SOSTI) | (5T0825)  (13,148) 1413 zg 20068
: 35,000
Proft before taxation : 30,000
and minorty interests 795,256 931,230 749,817 96,085 {14.6) 25,000
Taxation (320,518) {338,907) {302,205) {38,726} (5.4) 20,000
15,000
Profit before 10,000
minority interests 474,737 592,323 447,612 57,359 (19.9) 5000
Minosity inferests {134,512) {90,562) {126,827) {16,252) ; 485 2001 —
Proft attributable .
to sharghoiders 340,225 501,771 320,785 41,107 (32.2)
Basic Cast {Operating Cost Per ASK}
per share RMB0.10 RMBO.15 HK$0.10 Us$0.012 322 e
Note: The above consolidated profit and foss account has been prepared in Renminbi ("RMB?), the national 045
currency of the PRC. Translations of amounts from RMB into Hong Kong dollars ("HK$") and United
States dollars ('US$") solely for the convenience of readers have been made at the rates of HK$1.00 5ag 030
o RMB1.0806 and US$1.00 to RMB8.2766, being the average of the buying and seliing rates as 035 ST
quoted by the People’s Bank of China at the close of business on 31 December, 2001, No %
representation is made that the RMB amounts could have been or could be convened into HKS or 0 g&
USS at these rates or at any other certain rates on 31 December, 2001 or on any other date. 25 §§§ A
015 r—g———w : P —
005 - :
000 4
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Chairman’s Statement @
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Dear Shareholders:

I am pleased to report to you the Group's financial and
operating results for 2001. During the year, the airline
industry was adversely affected by a significant slowdown
in the global economy. Although there was intense
competition caused by over-supply in the domestic and
intemational aviation markets, the Group benefited from
the PRC Government's policy of enhancing continued
economic growth by promoting domestic demand. In 2001,
passenger revenue increased to RMB15,056 million from
RMB13,255 million in 2000, representing a growth rate of
13.6%. Net profit attributable to shareholders was RMB340
miltion in 2001.

Chairman of the Board of Directors

During the year, in line with the policy of the Civil Aviation
Administration of China (the "CAAC”), the airline industry
had been actively going through a process of merger and
restructuring. The proposed restructuring among our parent
company, Southem Airlines (Group) {the "SA Group”), China
Northem Airlines and Xinjiang Airlines was approved by the
PRC government in January 2002, The Group intends to
work in line with the SA Group's proposed merger and
restructuring and will continue to explore business
opportunities ansing from merger and restructuring in pursuit
of economies of scale,

In June 2001, the SA Group reached an agreement with
the State Post Bureau of China for business cooperation
with respect to postal transportation, ticketing agency,
freight agency and deiivery services and cargo
transportation. The Group intends 1o make use of the
agreement to deploy postal resources of the state for the
enhancement of its aircraft Joad factors and to expand the
sales network for its passenger and cargo transportation
services.

China Southern Airfines Gompany Limited




© Chairman’s Statement (cont'q)

During the year, the Group's management took active
measures in monitoring its traffic capacity and balancing
timely the demands in various routes, thus raising the
Group’'s aircraft utilisation rates by 4.6% to an average of
9.1 hours per day. As such, the traffic capactty of the Group
was adequately enhanced without substantially increasing
the number of aircraft, warranting an increase in traffic
revenue. In addition, although the Group faced tremendous
pressure from high fuet prices for the past two years, the
operating cost per unit of available tonne kilometre remained
unchanged during last year and decreased by 0.7% this
year, which demonstrated that the Group managed to
improve its management quality and thus achieved its target
of cost controt, However, in the wake of the September 11
terrorist attack on the United States of America, an
additiona!l insurance premium of RMB24.91 million was
incurred to the Group.

o o B

Flying safety always forms the basis of the Group’s normal
o course of operation. In 2001, the Group continued to rank
a first in terms of flying hours and number of landing and
a take-offs among the PRC airlines. This year was named as
the first safety year in the New Millennium. The Group won
the top Safeiy Aviation Award, the Goiden Roc Cup, for
the second time. In July 2001, the Company successfully
completed a trial flight via the North Pole and became the
first Asian airline using twin-engine aircraft completing a
trial flight via North Pole. Such a successful trial flight laid
down a foundation for the Group to open up the North
America market in future and increased its potential for
developing the intemational routes network.

2001 Annua! Report




The Group adheres to the operation principles of striving
for continued innovation on our management and services.
in 2001, as part of our efforts to continue developing our
computerised management information systems and to
enhance resources sharing and management efficiency,
the Group practised online internet service for Seat
Reservation System, Aircraft Maintenance System,
Financial Management System, Yield Management System
and Frequent-Flyer Management System. In addition, the
Group launched a series of service programmes for the
delivery of better quality services. In response to the 2002
FIFA World Cup to be held in South Korea and Japan in
2002, the Company has increased its flights to and from
these two countries to satisfy passengers' needs and
market demands. In the meantime, coping with the
demands from the international airfreight market, the
Company entered into SPA coordinative agreements with
various cargo forwarding companies such as Asiana
Airlines, EVA Airways Corp, India and TAMPA of South
Amegrica 1o facilitate the on-route service for re-export of
export goods. Having regard to the PRC's entry into the
World Trade Organisation, the Group will, in the second
half of 2002, take delivery of two new Boeing 747-400
freighters to cope with the increased aviation logistics
resulting from the growth of intemational trade. The business
opportunities for the Company will thus be enhanced.

Recently, the Board of Directors proposed at a
shareholders’ meeting 1o consider and approve the issue
of A shares in the PRC. It is intended that through financing
in the capital market, operation risks can be reduced and
the Group’s overall competitiveness can be strengthened
to meet the challenge brought by economic globalisation.

Chairman’s Statement (cont'c) &

On behalf of the Board of Directors, | would fike to take this
opportunity to express our gratitude to our hardworking
rmanagement and staff, and to our shareholders for their
support to the Group.

Yan Zhi Qing
Chairman of the Board of Directors

Guangzhoy, the PRC
12 April, 2002
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations @

Wang Chang Shun

Vice Chairman of the Board of Directors, President

The following discussion and analysis should be read in
conjunction with the consolidated financial statements of
the Group contained elsewhere in this Annual Report. The
Group maintains its books and accounts in accordance
with accounting principles generally accepted in the PRC
(*PRC GAAP" and prepares its financial statements in
accordance with both PRC GAAP and IAS. The financial
statements contained elsewhere in this Annual Report have
been prepared in accordance with 1AS. IAS differs in certain
material respects from accounting principles generaily
accepted in the United States of America (*U.S. GAAP?).
For a discussion of the material differences between IAS
and U.S. GAAP relating to the Group, see the
supplementary information for North American shareholders
on pages 84 to 86 of this Annual Report.

Overview

During the year, economic conditions in the PRC and other
Asian regions continued to show steady improvement,
leading 10 an increase in demand tor aviation services as
evidenced by a rise in passenger load factor of the Group.
To increase the efficiency and giobal competitiveness of
PRC domestic airines, the PRC Government continues to
pursue measures 10 maintain the momentum of ecenomic
growth and to streamline the airline industry through
Mergers and Restructuring. On the internationat front,
passenger load factor increased as a result of growth in
demand for Southeast Asian routes and other international
routes operated by the Group.

The Group conducts a portion of its airline operations
through the Airline Subsidiaries. Operating results for the
Airline Subsidiaries are included in each of the years
presented in the consolidated financial statements. The
Airline Subsidiaries, which derive substantially all of their
operating revenue from passenger traffic, accounted for
29.7% of the Group's total operating revenue for both 2000
and 2001, and 35.0% and 34.2% of the Group's total
passengers camied in 2000 and 2001, respectively, Xiamen
Airlines is the largest member of the Airline Subsidiaries,
with operating revenue of RMB2,737 million and RMB3,185
million in 2000 and 2001, respectively, or 18.0% and 18.9%
of the Group's total operating revenue.

The Group's operating revenue is substantially dependent
on overall passenger and cargo traffic volume, which is
subject to seasonal and other changes in traffic pattems,
the availability of appropriate time slots for the Group's flights
and altemative routes, the degree of competition from other
airlines and alternate means of transportation, as well as
other factors that may influence passenger travel demand
and cargo and mail volume. In particutar, the Group's airline
revenue is generally higher in the second and third quarters
than in the first and fourth quarters.
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Management’s Discussion and Analysis of
& Financial Condition and Results of Operations (cont'd)

2001 Annual Repont

Like most airines, the Group is subject o a high degree of
financial and operating leverage. A significant percentage
of the Group's operating expenses is fixed costs that do
not vary proportionally based on the Group's load factors
or the number of passengers carried. These fixed costs
include depreciation expense, jet fuel costs, landing and
navigation fees, financing costs and operating lease rentals,
aircraft maintenance costs and labour for flight crew, cabin
crew and ground personnel. Thus, a minor change in the
Group's yields or load factors would have a material effect
on the Group's results of operations. In addition, certain of
these expenses, primarily financing costs, operating lease
rentals, labour costs, and depreciation and amortisation of
aircraft and flight equipment, do not vary based on the
number of flight flown. Thus, the Group's operating results
can also be substantially affected by minor changes in
aircraft utilisation rates. The Group is and will continue to
be highly leveraged with substantial obligations
dencminated in foreign currencies and, accordingly, the
results of its operations are significantly affected by
fluctuations in foreign exchange rates, particularly for the
U.S. dollar and the Japanese yen. The Group recognised
a net exchange gain of RMB313 milion and RMB237 million
in 2000 and 2001, respectively. These amounts
represented mainly unrealised exchange differences
resulting from the retranslation of the foreign currency
borrowings as of the year end of 2000 and 2001.

A number of other extemal variables, including political ang
economic conditions in Ching, tend to have a major impagct

on the Group's performance. The Group's financial
performance is also significantly affected by factors arising
from operating in a regulated industry. As substantially all
aspects of the Group's airline operations are regulated by
the CAAC, the Group's operating revenues and expenses
are directly affected by CAAC's policies with respect to
domestic airfares, jet fuel prices and landing and navigation
fees. The nature and extent of airfine competition and the
ability of Chinese airlines to expand are also affected by
CAAC's control over route allocations. Any changes in the
CAAC's regulatory policies, or any implementation of such
policies could have a significant impact on the Group’s
future operations and its ability to implement its operating
strategy.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations (cont'q) D

Centain Financial Information and Operating Data by Geographic Region
The following table sets forth certain financial information and operating data by geographic region for the years ended 31
December, 2000 and 2001:

2001 vs 2000
For the year Increase/
ended 31 December, {decrease)
2001 | 2000 %
Traffic f
Revenue passenger kilometres (RPKs) (million) : :
- Domestic L 19,447 16,974 14.6
- Hong Kong regional 1,060 1,074 {1.3)
- Intemational 4,550 3,605 26.2
Total . 25057 21653 15.7
Revenue tonne kilometres (RTKs) (million) :
- Domestic 2,217 1,941 14.2
- Hong Kong regional : 105 107 (1.9)
- Internationl 712 565 26.0
Total " 3,034 2,613 16.1
Passengers carried {thousand) 3
— Domestic © 16,499 14,450 14.2
~ Hong Kong regional 1,409 1,444 (2.9)
~ Intemational : 1,213 957 26.8
Total 19,121 16,851 135
Cargo and mail carried {thousand tonnes)
— Domestic 348 308 13.0
- Hong Kong regionat 14 15 (6.7)
~ Intemnational 36 | 30 20.0
Total : 398 | 353 12.7
Capacity
Available seat kilometres (ASKs) (million)
- Domestic 31,393 28,345 10.8
- Hong Kong regional 1,690 1,744 3.1)
- Intemational 6,981 5,742 21.6
Totat 40,064 35,831 11.8
Available tonne kilometres (ATKs) {million)
- Domestic 3,622 3,322 ) 9.0
- Hong Kong regional 185 198 {6.6)
- Internationat 1,317 . 1,087 212
Total 5124 4,607 11.2

China Southern Airlines Company Limited




; Management’s Discussion and Analysis of
' € Financial Condition and Results of Operations (cont'd)

2001 vs 2000

=

i : For the year Increase/
* it ended 31 December, (decrease)
1 : 2001 2000 %
1 J Load factors
l ] { Passenger load factor (RPK/ASK) {%)
;i - Domestic 61.9 59.9 33
~ Hong Kong regional 62.7 61.6 1.8
- Intemationat 65.2 ! 62.8 3.8
Total ' 625 60.4 35
3 |
' 1} Overall load factor (RTK/ATK) (%)
all -~ Domestic : 61.2 58.4 4.8
E ];‘ - Hong Kong regional » 56.8 54.0 5.2
- K - Intemational 54.1 52.0 4.0
Total 59.2 | 56.7 4.4
Yield
Yield per RPK (RMB) ‘
3 - Domestic : 0.62 0.62 -
3 ~ Hong Kong regional 1.06 1.06 -
3 - Intemational 0.41 | 0.43 (a.7)
1 Total : 0.60 | 061 (1.6)
A Yield per RTK (RMVB) ;
I - Domestic 5.83 5.90 (1.2)
o - Hong Kong regional 11.26 11.18 0.6 2
o ~ Intermational 3.31 3.63 (8.8) ‘,
Total ‘ 5.43 563 (3.6)
Fleet ]
| Total number of aircraft in service at year end
- Boeing 91 89 2.2
- Airbus 20 20 - e
Total 111 109 18
Overall utilisation rate (hours per day) ;
: 1 - Boeing 9.2 8.8 4.5 i |
- - Aitbus : 8.9 8.2 8.5 4
- |13 Total 9.1 8.7 4.6 2
Cost é
- QOperating cost per ASK (RMB) 0.39 0.39 - z ]
— Operating cost per ATK (RMB) 5
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations (contc) @

2001 Compared with 2000

The Group recorded a net profit of RMB340 million for 2001,
as compared to a net profit of RMB502 million for 2000.
The Group's operating revenue increased by RMB1,702
million or 11.2% from RMB15,178 million in 2000 to
RMB16,880 million in 2001. Passenger load factor
increased by 2.1 percentage point from 60.4% in 2000 to
62.5% in 2001. Passenger yield (in passenger revenue
per RPK) decreased by 1.6% from RMB0.61 in 2000 to
RMBO0.60 in 2001. Average vield (in traffic revenue per FTK)
decreased by 3.6% from RMBS5.63 in 2000 to RMB5.43
in 2001. Operating expenses increased by RMB1,483
million or 10.6% from RMB13,996 million in 2000 to
RMB15,479 miillion in 2001. Of the increase in operating
expenses, an approximate amount of RMB243 million was
attributable to the increase in aircraft repair and maintenance
expense and the remaining amount of approximately
RMB1,240 million was primarily due o operational growth.
As operating revenue increased more than operating
expenses, operating profit increased by 18.5% from
RMB1,182 million in 2000 to RMB1,401 million in 2001.
The Group's net non-operating expenses increased by
141.3%, fromm RMB251 miillion in 2000 to RMBB05 milion
in 2001, mainly reflecting a drop in gain on sale of aircraft
under sale and leaseback transactions of RMB318 milfion
and a Joss on sale of staif quarters of RMB111 million.
Qverall, the Group's net profit decreased by 32.2%, from
RMBS02 million in 2000 to RMB34Q million in 2001,

Operating Revenue

Substantially all of the Group’s operating revenue is
attributable to airline operations. Traffic revenue in 2001
and 2000 accounted for 97.5% and 86.9% respectively of
{otal operating revenue. Passenger revenue and, cargo and
mail revenue accounted for 91.5% and 8.5% respectively
of totat traffic revenue in 2001, The balance of the Group's
operating revenue is derived from commission income,
income from general aviation operations, fees charged for
ground services rendered {o other Chinese airlines that
operate flights in and out of airports in Southem China
{including the airports in Guangzhou, Shenzhen, Xiamen
and Wuhan), air catering services and aircraft lease income.

Operating revenue increased by 11.2% from RMB15,178
million in 2000 to RMB16,880 million in 2001. This increase
was primarily due to a 13.6% rise in passenger revenue
from RMB13,255 million in 2000 to RMB15,056 million in
2001, primarily as a result of higher traffic volume. The total
number of passengers camied increased by 13.5%t0 19.12
million passengers in 2001. RPKs increased by 15.7% from
RMB21,853 million in 2000 to RMB25,057 miflion in 2001,
primarily as a result of an increase in passengers carried.
However, passenger yield decreased by 1.6% from
RMBO.61 in 2000 to RMBO.60 in 2001, primarily as a resutt
of a fallin the average fares of intemational passenger traffic.

Domestic passenger revenue, which accounted for 80.1%
of total passenger revenue in 2001, increased by 14.2%
from RMB10,564 million in 2000 to RMB12,068 million in
2001, For the Group's domestic routes, passenger traffic
in RPKs increased by 14.6%, while passenger capacity in
ASKs increased by 10.8%, resufting in a 2.0 percentage
point increase in passenger load factor, or an increase of
3.3% from 2000. Passenger yield remained unchanged at
RMBO0.62.

Hong Kong passenger revenue, which accounted for 7.5%
of total passenger revenue, decreased by 1.3% from
BMB1,143 million in 2000 to RMB1,128 milfion in 2001.
Far Hong Kong flights, passenger traffic in RPKs decreased
by 1.3%, while passenger capacity in ASKs decreased by
3.1% resulting in a 1.1 percentage point increase in
passenger foad factor, or an increase of 1.8% from 2000.
Passenger yield remained unchanged at RMB1.06.

China Southern Airlines Company Limited
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International passenger revenue, which accounted for
12.4% of total passenger revenue, increased by 20.2%
from RMB1,548 miltion in 2000 to RMB1,860 miillion in
2001. For intemational flights, passenger traffic in RPKs
increased by 26.2%, while passenger capacity in ASKs
increased by 21.6%, resulting in a 2.4 percentage point
gain in passenger load factor, or an increase of 3.8% from
2000. Passenger yield decreased by 4.7% from RMB0.43
in 2000 to RMBO.41 in 2001, principally as a result of larger
fare discounts being offered on the long-haul flights,
especially on the two new routes to Australia, with a view
to establishing the market share.

Cargo and mail revenue, which accounted for 8.5% of the
Group's total traffic revenue and 8.3% of total operating
revenue, decreased by 3.1% from RMB1,451 milion in
2000 to RMB1,406 million in 2001. This decrease was
primarily due to increased competition in domestic and
intemational markets. In order to maintain its market share,
larger discounts were given by the Group, resulting in a
drop of yield per RTK of 17.4%.

Other operating revenue decreased by 11.4% from
RMB47 2 million in 2000 to RMB418 million in 2001. This
decrease was primarily due to a drop in aircraft lease
income of RMB45 million.

Operating Expenses

Substantially all of the Group's operating expenses result
from its airline operations. The vast majority of such
expenses relate directly to flight operations, aircraft and
traffic servicing, aircraft repairs and maintenance and to
depreciation and amortisation in respect of aircraft and fiight
equiprment. Expenses associated directly with the Group's
flight operations {collectively, “flight operation expenses”)
include fuel costs, operating lease rentals, catering
expenses, aircraft insurance, flight personnel payroll and
welfare and training expenses. Expenses associated
directly with repairs and maintenance in respect of the
Group's aircraft (collectively, “maintenance expenses”)
include repairs and maintenance and overhaut charges,
the costs of consumabiles and other maintenance materials
and labour costs for rmaintenance personnel. Expenses
associated directly with the Group’s aircraft and traffic
servicing operations {collectively "aircraft and traffic servicing
expenses”) include landing and navigation fees, rental

payments and charges in respect of terminal and other
ground facilities and tabour costs for ground personnel.
The batance of the Group's operating expenses resutt from
promotional and marketing activities (collectively,
“promotional and marketing expenses”) such as sales
commissions, fees for use of the CAAC's reservation
system, ticket-printing and sales office expenses,
advertising and promotional expenses, and from general
and administrative expenses, such as administrative salaries
and welfare and other personnel benefits and office
expenses.

Total operating expenses in 2001 amounted to RMB15,479
million, representing an increase of 10.6% or RMB1,483
million over 2000, primarily due to the combined effect of
the growth in operations and increases in operating lease
rentals and repair and maintenance expenses. Total
operating expenses as a percentage of total operating
revenue decreased from §2.2% in 2000 to 91.7% in 2001
as the increase in operating revenug exceeded the increase
in operating expenses.

Flight operation expenses, which accounted for 44 6% of
total operating expenses, increased by 13.0% from
RMB6, 109 million in 2000 to RMB6,906 milfion in 2001,
primarily as a result of an increase in fuel costs, operating
lease rentals, catering expenses, aircraft insurance costs
and labour costs for flight personnel. Fuel costs, which
accounted for 51.4% of flight operations expenses,
increased by 9.5% from RMB3,240 million in 2000 to
RMB3,549 million in 2001 as a result of the traffic capacity
growth. Operating lease rentals increased by 18.4% from
RMB1,616 million in 2000 to RMB1,913 miillion in 2001,
due primarily to the full year effect of five Boeing 737-300/
37K aircraft wet [eased from Zhongyuan Airlines
commencing in 2000. Catering expenses increased by
14.5% from BMB484 million in 2000 to RMB554 million in
2001, reflecting primarily an increase in number of
passengers carried. Aircraft insurance costs increased by
44.7% from RMB85 miliion in 2000 to RMB123 milion in
2001, due largely to a rise in aircraft insurance premiums
levied on PRC airines by the People's Insurance (Property)
Company of China as a result of the 911 incident. Labour
costs for flight personnel increased by 14.1% from RMB576
miflion in 2000 to RMB657 million in 2001, due fargely to
an increase in flight hours as well as an increase in bonuses
for flight personnel.



Management’s Discussion and Analysis of
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Maintenance expenses which accounted for 13.0% of total
operating expenses, increased by 14.6% from RMB1,759
million in 2000 to RMB2,015 million in 2001. The increase
was primarily attributable 10 a 15.2% increase in aircraft
maintenance and repair charges from RMB1,602 million in
2000 to RMB1,845 million in 2001, mainly as a result of
the effect of fleet expansion in recent years,

Aircraft and traffic servicing expenses, which accounted
for 14.8% of total operating expenses, increased by 11.0%
from RMB2,089 million in 2000 to RMB2,298 mitlion in
2001. The increase was resuited from a 10.3% rise in
landing and navigation fees from RMB1,855 million in 2000
to RMB2,157 million in 2001, as the number of flights
increased.

Promotional and marketing expenses, which accounted
for 10.0% of tolal operating expenses, increased by 11.8%
from RMB1,378 million in 2000 to RMB1,541 million in
2001. The increase was due to a 11.2% increase in
commission and bonuses paid to sales agents, which was
resulted from a rise in traffic revenue and increased
competition.

General and administrative expenses, which accounted for
5.9% of total operating expenses, increased by 10.3% from
RMBB0S million in 2000 to RMB892 miillion in 2001. This
was mainly due to an increase in staff salaries and welfare
benefits of 10.8% from RMB357 million in 2000 to RMB396
million in 20071 and increased scale of operations.

Depreciation and amortisation, which accounted for 11.7%
of total operating expenses, decreased by 2.6% from
RMB1,864 million in 2000 to RMB1,815 million in 2001.
This was primarily as a result of the disposal of four Boeing
757-200 aircraft and two Airbus 320-200 aircraft under
sale and leaseback transactions in 2000 and 2001
respectively and tull depreciation of certain old flight
equipment during 2001.

Operating Profit

Operating profit increased by 18.5% from RMB1,182 million
in 2000 to RMB1,401 million in 2001, as operating revenue
increased by RMB1,702 million or 11.2% from 2000, while
operating expenses increased by RMB1,483 million or
10.6% over the same period.

Non-operating Income/{(Expenses)

Interest expense decreased by 13.1% from RMB1,074
milion in 2000 to RMB334 milion in 2001, mainly reflecting
the scheduled debt repayments during the year.

Interest income decreased by 44.8% from RMBS0 million
in 2000 to RMBS50 million in 2001, This was mainly
attributable 10 a decrease in domestic deposit rates as well
as & fall in cash balances.

The Group recognised a net loss on sale of fixed assets of
RMB56 million in 2001, mainly resutting from the net effect
of a loss of RMB111 million on disposal of staff quarters
and a gain of RMB60 million on disposal of two Airbus
320-200 aircraft under sale and leaseback arrangements.

During 2001, the Group recorded a net exchange gain of
RMB297 million predominantly due to its Japanese yen
denominated borrowings as a result of the Japanese yen
depreciation. Such amount comprised mostly unrealised
translation gains.

]
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Taxation
The Group is subject to PRC income tax at a rate of 33%.

Taxation expense decreased by 5.4% from RMB339 milion
in 2000 to RMB321 million in 2001, reflecting primarily a
decrease in profit before taxation. A deferred tax asset of
RMB1786 million was recognised at 31 December, 2001 in
respect of the unretieved PRC tax losses brought forward
from prior years. Such tax losses are available for carry-
forward to offset against future PRC taxable profits for a
maximum period of 5 years,

Minority Interests

Minority interests increased by 48.5% from RMBS1 miflion
in 2000 to RMB135 million in 2001, primarily as a result of
an increase in net profits of the Group’s Airfine Subsidiaries.

Liquidity, Financial Resources and Capital
Structure

As at 31 December, 2001, the Group's borrowings totaled
RMB14,949 million, representing a decrease of RMB815
million from RMB 15,764 million last year. Such borrowings
were denominated, to a farger extent, in United States
dollars and, to a smaller extent, in Japanese yen, with
almost all being fixed interest rate borrowings. Of such
borrowings, RMB3,629 million, RMB2,362 million,
RMB 1,820 million, RMB1,658 million and RMBS,480 million
will be repayable in 2002, 2003, 2004, 2005, 2006 and
thereafter respectively. As at 31 December, 2001, cash
and cash equivalents of the Group totalled RMB2,818
million, a decrease of 32.9% from RMB4,197 million last
year. Of such balance 9.2% was denominated in foreign
currencies (mainly in United States dollars). Net debts {total
borrowings net of cash and cash equivalents) increased
by 4.9% to RMB12,131 million from RMB11,567 million
last year.

As at 31 Decernber, 2001, the Group's shareholders’ equity
amounted to RMB9,221 million, representing an increase
of RMB340 million from RMB8,881 miillion last year.

Net debt/equity ratio of the Group at 31 December, 2001
was 1.32 times, as compared to 1.30 times last year.

Financial Risk Management Policy

In the normal course of business, the Group is exposed to
fluctuations in foreign currencies and jet fuel prices. The
Group's exposure to foreign currencies was primarily as a
result of its foreign currency debts. Depreciation or
appreciation of the Renminbi against foreign currencies
affects the Group's results significantty because the Group's
fdreign currency payments generally exceed its foreign
currency receipts. The Group is not able to hedge its foreign
cumency exposure effectively other than by retaining its
foreign cumrency denominated eamings and receipts to the
extent permitted by the State Administration of Foreign
Exchange, or subject to certain restrictive conditions,
entering into forward foreign exchange contracts with
authorised PRC banks.

The Group is required to procure a majority of its jet fuel
consumption domestically at PRC spot market prices. There
are currently no effective means available to manage the
Group's exposure associated with the fluctuations in
domestic jet fuel prices.
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Charges on Assets

As at 31 December, 2001, aircraft of the Group with an
aggregate carrying value of approximately RMB14,285
million (2000: RMB15,6186 million} were pledged as
collateral under certain loan and lease agreements. Details
of charges are set out in notes 10, 21 and 22 to the financial
statements.

Commitments and Contingencies

At 31 December, 2001, the Group had capital
commitments of RMB16,067 million. Of such amount,
RMB 12,053 million was related 1o the acquisition of aircraft
and related flight equipment and RMB3,496 million was
related to the Group's facilities and equipment to be
constructed and installed at the Guangzhou new airport.
The remaining amount of RMBE&18 million was related to
the Group's other airport and office faciities and equipment,
overhaul and maintenance bases and training faciities. The
Group's capital expenditures are generally subject to receipt
of various approvals of the PRC Government and may be
subject to change depending on the timing of such
approvals, prevailing market condition, the availability of
financing and other relevant factors.

As at 31 December, 2001, the Group was committed to
make a capital contribution of RMB82 mition and RMB304
million respectively 1o jointly controlled entity and associated
company.

Details of the capital and investing commitments are set
out in note 29 to the financial statements.

Major contingent liabilities of the Group at 31 December,
2001 are set out in note 30 to the financia! statements.

China Southern Airfines Company Limited
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The Board of Directors of the Company hereby presents
this report and the audited consolidated financial statements
of the Group for the year ended 31 December, 2001.

Principal Activities, Operating Resuits and
Financial Position

The Group is principally engaged in airine operations and
related activities including aircraft maintenance and air
catering operations. The Group is cne of the largest airlines
in China. In 2001, the Group ranked first among all Chinese
aiflines in terms of passenger traffic volume, number of
scheduled flights per week, number of hours flown, number
of routes and size of aircraft fleet. The Group has prepared
the results of operations for the year ended 31 December,
2001, and the financial position of the Company and the
Group as of that date in accordance with IAS. See pages
33 10 83 of this Annual Report.

Five Year Summary

A summary of the results and the assets and liabilities of
the Group for the five-year period ended 31 December,
2007 are set out on pages 87 and 88 of this Annual Report.

‘Wet Leases of Aircraft

Pursuant to four wet lease agreements dated 4 August,
2000, the Company wet leased four Boeing 737-300/37K
aircraft from Zhongyuan Airlines, a regional airfine with base
in Henan Province, the PRC for a period of one year. Such
wet lease agreements were renewed on 4 August, 2001.
Pursuant to a wet lease agreement dated 8 November,
2000, the Company wet leased another Boeing 737-300
aircraft from Zhongyuan Airlines. Such agreement was
renewed on 8 November, 2001. The aforesaid wet lease
agreements are collectively referred to the “Wet Lease
Agreements”.

Report of the Directors &

Very Substantial Acquisition

On 3 October, 2001 the Company entered into an agreement
with the Boeing Company for acquiring twenty Boeing 737-
800 aircraft and two Boeing 747-400 freighters during the
period between 2002 and 2005 (the “Transactions”). The
aggregate consideration in the Transactions exceeds 100%
of the net tangible assets of the Company as published in
its annual report dated 31 December, 2000 and constitutes
very substantial transactions under the Rules Goveming the
Listing of Securities on the Stock Exchange of Hong Kong
Limited (the “Listing Rules™). The PRC govemment and SA
Group, the 85.2% controlling shareholder of the Company,
have approved the Transactions. SA Group does not have
any interest in the Transactions other than as a shareholder
of the Company.

The twenty Boeing 737-800 aircraft acquired pursuant to
the Transactions will replace twenty existing Boeing 737
series aircraft that the Company currently operates under
operating leases. The Board considered that the
Transactions are in the best interest of the Company and
its shareholders as a whole.

Acquisition of Assets from the SA Group
On 28 January, 2002, the Company entered into a sale
and purchase agreement (the “S&P Agreement”) to acquire
assets from the SA Group which comprised five Boeing
737-300/37K aircraft (the “Aircraft”), the associated spare
parts and forty-two special purpose vehicles in connection
with the ground support of the Aircraft (collectively, the
“Assets’”). Prior to Completion (as defined in the Company's
announcement dated 29 January, 2002 and circular dated
18 February, 2002), all of the Aircraft were leased from
Zhongyuan Airlines by the Company under the Wet Lease
Agreements,

The total value of the Assets is RMB1,096,886,000, which
is based on an indspendent valuation as at 30 June, 2001
as performed by Zhongfeng Asset Valuation LLC, an
independent valuer approved by the Ministry of Finance in
the PRC.

The total consideration of RMB1,096,886,000 will be
satisfied by cash payment of RMB132,150,000 and the
assumption of Znongyuan Airfines’ debts due to commercial
banks amounting to RMB964,736,000 by the Company.
All terms and conditions under the existing legal
documentation of debts between each of the creditors and
Zhongyuan Airlines will remain unchanged.
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As part of the acquisition, the SA Group has agreed to
reimburse the Company the full amount of the lease rental
payments made or to be made by the Company to
Zhongyuan Airlines under the Wet Lease Agreements for
the period from 1 July, 2001 up to the date of Completion,
it has also been agreed that the Wet Lease Agreements
will be terminated on the date of Completion. During the
period of 1 July, 2001 to 31 December, 2001, the Company
has paid RBMB 150,000,000 to Zhongyuan Airlines in the
form of lease rental payments.

Reasons for the Acquisition

The Company's principal business is civil aviation within
the PRC as well as providing commercial flights between
cities in the PRC and intemational destinations. Pursuant
to the Wet Lease Agreements, the Group has already been
operating the Aircraft as part of Group’s aviation busineés
and has been expanding its aviation business and
enhancing its market position.

The Board believes that the Company will bengfit from the
acquisition because the ownership control will allow the
Company to further integrate the Aircraft into its overall
aviation business in the PRC. This is in line with the
consolidation strategy that the Company has adopted in
light of the proposed restructuring of the aviation industry
in the PRC. In addition, the acguisition is in line with the
non-competition undertaking granted by the SA Group to
the Company when the Company’s shares were listed on
the stock exchanges of Hong Kong and New York in 1997.

Connected Transaction ‘

The SA Group is the controlling shareholder that owns a
85.2% interest in the Company. Since the value of the
Assets and the consideration of the acquisition represents
approximatety 12.35% of the Company’s net tangible assets
as reported in the published annual report for the year
ended 31 December, 2000, the entry into the S&P
Agreement between the Company and the SA Group
constitutes a connected transaction under Chapter 14 of
the Listing Rufes, and was subject to approval by
independent shareholders at the EGM. Approval was
obtained in the Company’s first extraordinary general
meeting by independent shareholders held on 26 March,
2002.

Waiver from the Stock Exchange of Hong
Kong Limited

In March 2002, the Stock Exchange of Hong Kong Limited -
(the “Exchange”) granted a waiver to allow the Company
10 use a new size test based on available tonne kilometres
(‘ATKs") to replace the normal net asset test and
consideration test under Chapter 14 of the Listing Rules in
respect of acguisition and disposal of aircraft.

The Exchange has granted the waiver on and subject to
the following conditions:

1. Instead of the normal tests under Chapter 14 of the
Listing Rules, the tests may be calculated by
reference to the ATKs for aircraft being acquired or
disposed of as compared to the Company's
aggregate fleet ATKS.

2. The proposed method of calculation for the four tests
will replace the net asset test and the consideration
test only, while the other two tests, namely, net profit
and equity capital issued tests will continue 10 apply
as set out in Chapter 14 of the Listing Rules.

3. The calculation of ATKs will be as foliows: i) fleet ATKs
will be the aggregate actual ATKs for all aircraft in the
Company's fleet for the last financial year as disclosed
in the Company's annual report, i) ATKs for aircraft
being disposed of will be based on actual ATKs of
the aircraft for the previous two financial years; and
iii) ATKs for aircraft being acquired will be based on
the historical operating data for the same type of
aircraft. Where the aircraft to be acquired is a new
type, the ATKs will be estimated based on other
aircraft of similar size operated by the Company or
the average for the Chinese civil aviation industry.

4. The Company's ATKs figure will be disclosed in the
Company’s annual report and be reviewed by auditors
who wilt confirm on an annual basis that the
Company's ATKs are calcutated correctly and
consistently.

5. For the purposes of making the test as stated in
paragraph 1 above, all acquisitions and disposals for
the last 12 months will be aggregated, uniess the
acquisition or disposal has previously been reported
as a notifiable transaction under these rules.

6. The thresholds for classifying a transaction as a
discloseable, major or very substantial acquisition wil
be 30%, 50% and 100% (assuming that there are nO
circumstances which would make it a connected
transaction or a shgre transaction).



7. Where the transaction is a discloseable transaction,
disclosure will take the form of a press announcement
complying with rule 14.14 of the Listing Rules and
details of the transaction will be set out in the
Company's next annual report and accounts. Where
the transaction is a major transaction or a very
substantial acquisition, the provisions of Chapter 14
of the Listing Rules will apply.

8.  An option to acquire aircraft will not be treated as
acquisition while the exercise of such an option will
be treated as the acquisition of an aircraft.

9. The waiver will only apply to acquisition/disposal of
aircrafi, and acquisition or disposal of other types of
assets by the Company will be subject to provisions
under Chapter 14 of the Listing Rules.

10. The Company will disclose in its annual reports and
interim reports the following information:

()  regarding future deliveries of aircraft, details of
aircraft on order including the number and type;
and the years in which such aircraft are
schedufed to be delivered;

(i) the number and type of aircraft which are
subject to options exercisable during a period
of not less than 12 months from the end of the
financial year or period to which the annual
report relates; and

(i)  details of the waiver granted pursuant to the
application.

11. The Company remains a subsidiary of the SA Group.
Should there be any change in control of the
Company, the Exchange will need to reconsider
whether the waiver continues to be appropriate.

Regarding future deliveries ot aircraft, details of aircraft on
order and the years in which such aircraft are scheduled
to be delivered, please refer to note 29 to the financial
statemnents. Three Boeing 757-200 aircraft were subject
to options exercisable and had been exercised during the
period to which this annual report relates.

Report of the Directors (contd) @

Dividends ‘
No interim dividend was paid during the year ended 31
December, 2001 {2000: Nil).

Pursuant (o a resolution passed at a directors’ meeting on
12 April, 2002, a final dividend of RMBO0.02 (before tax)
{2000: Nil) per share totalling RMB67,484,000 (before tax)
{2000: 'Nil) was recommended 1o be paid 1o shareholders
on the Registers of Members on 25 May, 2002, subject to
sharehoiders’ approval at the forthcoming annual general
meeting.

Bank Loans and Other Borrowings

Details of the bank loans and other borrowings of the
Company and the Group are set out in notes 21 and 22 to
the financial statements.

Interest Capitalisation

For the year ended 31 December, 2001, RMB5,227,000
interest (2000: Nil) was capitalised as the cost of
construction in progress and fixed assets.

Fixed Assets

Fixed assets of the Company and the Group and
movements of fixed assets during the year ended 31
December, 2001 are set out in note 10 to the financial
statements.

China Southemn Airtines Company Limited
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Major Customers and Suppliers

The Group's five largest customers in the aggregate did
not exceed 30% of the Group's total operating revenue
{i.e.. tumover) for the year ended 31 December, 2001.

The largest supplier and the aggregate of the five largest
suppliers represented approximately 59% and 66%,
respectively, of the Group's total purchases (not including
purchases of items which are of a capital nature) for the
year ended 31 December, 2001.

At no time during the year ended 31 December, 2001 have
any Directors, associates of Directors or sharehclders of
the Company owning, to the knowiedge of the Directors,
more than 5% of the Company's share capital had any
interest in the Group's five largest customers or suppliers.

Taxation
Details of taxation of the Company and the Group are set
out in note 7 to the financial statements.

Reserves

Movements in the reserves of the Company and the Group
during the year are set out in note 26 to the financial
statemerts.

Employees and Employees’ Pension
Scheme

As at 31 December, 2001, the Group had an aggregate of
16,368 employees (2000: 15,837). Details of the
employees’ pension schemes and other welfare are set
out in note 28 to the financial statements.

Subsidiaries

Details of the principal subsidiaries of the Company are

set out in note 386 to the financial statements.

Share Capital Structure

As at 31 December, 2001, the total share capital of the
Company was 3,374,178,000 shares, of which f

approximately 65.2% (2,200,000,000 domestic shares) i
held by the SA Group and approximately 34 8%
(1,174,178,000 H shares) is held by Hong Kong and
overseas shareholders.
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Substantial Shareholders
As at 31 December, 2001, the following shareholders had an interest of 10% or more in the Company's shares:

Approximate
Percentage of the

Name Number of Shares Total Number of Shares
SA Group ' 2,200,000,000 domestic shares 65.20%
HKSCGC Nominees Limited ‘ 1,145,217,999 H shares 33.94%

The following persons have informed the Company that the Company’s H shares held by them as at 31 December, 2001
in CCASS's stock accounts of HKSCC Nominges Limited were more than 10% of the total number of M shares issued by
. the Company. .

Approximate
Percentage of the
Totat Number of

Name Number of H Shares H Shares
. The Hongkong and Shanghai Banking Corporation Limited 446,834,797 38.06%
.~ CEF Brokerage Ltd 194,336,000 16.55%

b Standard Chartered Bank 156,831,432 13.36%

: Save for the information disclosed above, as at 31 December, 2001, the Company is not aware of any interests which
E are required to be reported pursuant to Section 16(1} of the Securities (Disclosure of Interests) Ordinance (Chapter 396
-, of the Laws of Hong Kong) (the “SDI Ordinance”).

E Purchase, Sale or Redemption of Shares
3: Neither the Company nor any of its subsidiaries purchased, sold or redeemed any shares of the Company during 2001.

B Use of Proceeds from H Share Offering

B As stated in the 2000 Annua! Report of the Company, as of 31 December, 2000, the Company had RMB528 million
[ remaining from the proceeds of the Company's initial public offering. During the year ended 31 December, 2001, RMB489
- milion of the remaining proceeds were used for the following purposes:

E 1. Approximatety RMB478 million for the exercise of purchase options on three Boeing 757-200 aircraft; and
F 2. Approximately RMB11 milion for various projects including the development of the computerised accounting system.

BE Consistent with the disciosure in the Prospectus of the Company dated July, 1997, the Company intends 1o use the
femaining proceeds of RMB40 million (held as at 31 December, 2001 as short-term deposits with Southern Airlines
t Group Finance Company Limited, a PRC authorised financial institution and an associated company of the Group) for
p various projects, including the development of the computerised accounting system.

China Southern Aidines Company Limited
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Pre-emptive Rights
Neitner the Articles of Association of the Company nor the laws of the PRC provide for any pre-emptive rights requiring
the Company to offer new shares to existing shareholders in proportion to their existing shareholdings.

Compiliance with the Code of Best Practice
The Directors of the Company confirm that in the year ended 31 December, 2001, the Group was in compliance with the
Code of Best Practice set out in Appendix 14 to the Listing Rules issued by the Hong Kong Stock Exchange.

Directors, Supervisors and Senior Administrative Officers
Directors, Supervisors and Senior Administrative Officers of the Company in 2001 were as follows:

d Name Age Position
1
X Yan Zhi Qing 59 Chairmman of the Board of Directors
| Wang Chang Shun 44 Vice Chairman of the Board of Directors; President
Li Feng Hua 52 Director; Vice President E:
Wang Shao Xi 60 Director 3
Zhang Rui Aj 60 Director e
Zhou Yong Jin 58 Director 3
Xu Jie Bo 36 Director; Chief Financial Officer ;
Wu Rong Nan - 80 Director
Simon To 50 Independent Non-Executive Director
Peter Lok 65 Independent Non-Executive Director
Wei Ming Hai 37 Independent Non-Executive Director
Liang Hua Fu 60 Chaiman of the Supervisory Committee 7
Gan Yu Hua 73 Supervisor
Li Qi Hong 54 Supervisor
Jiang Ping 51 Vice President
Li Kun 41 Vice President 4
Su Liang 39 Company Secretary

In an extraordinary general meeting held on 16 April, 2001, it was resolved that the resignation of Mr. Yu Yan En, Mr. Han ;
Ma Znang, Mr. Hu Yun Qi, Mr. Huo Di An, Mr. Liu Wen Bo and Mr. Tong Kai Sheng as directors of the Company was
approved. It was also resolved that Mr. Gao Shang Quan ceased as a director of the Company upon expiry of his term ;
of directorship. Mr. Wang Chang Shun, Mr. Zhou Yong Jin, Mr. Xu Jie Bo, Mr. Peter Lok and Mr. Wei Ming Hai were .
elected as directors of the Company during the same meeting. In addition, Mr. Yan Zhi Qing, Mr. Ui Feng Hua, Mr. Wang
Shao Xi, Mr. Zhang Rui Ai, Mr.Wu Rong Nan and Mr. Simon To were re-appointed as directors of the company upon
expiry of their respective term of directorship.

Mr. Yan Zhi Qing and Mr. Wang Chang Shun were elected as the chairman and vice chairman of the Board of Directors
of the Company respectively at the meeting of the Board of Directors on 17 April, 2001. Mr. Xu Jie Bo was appointed 8s
the chief financial officer of the Company following the resignation of Mr. Liu Wen Bo during the same meeting.

On 12 April, 2002, the Board of Directors by resolutions appointed Mr. Yuan Xin An, Mr. Zheng En Ren and Mr. Yang
Guang Hua respectively as vice president of the Company.

Biographical details of the Board of Directors, members of the Supervisory Committee and Senior Administrative Officers
are set out on pages 89 and 91 of this Annual Report.

2001 Annual Report
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¢ Equity Interests in the Company Heid by
‘the Directors and Supervisors

‘As at 31 December, 2001, none of the Directors or
:’Supervisors of the Company held any interest in the
:Oompany or any associated corporation of the Company.
"' which is required to be notified to the Company and the
§ Hong Kong Stock Exchange pursuant to Section 28 of the
& SDi Ordinance, or which is required, pursuant to Section
f?_ég of the SDI Ordinance, to be entered in the register of
%m Company.

%At no time during 2001 or before has any Director,
g Supervisor or member of the Senior Administrative Officers

§(°r any of their spouses or minor children, been granted or

| Directars of the Company have entered into service
ontracts with the Company for a term of three years
commencing on 16 Aprl, 2001, Except for such service
ontracts, none of the Directors of the Company has
entered or has proposed to enter into any other service
contracts with the Company or its subsidiaries. In addition,
none of the Directors has entered into any service contracts
with the Company which is not determinable by the

2001, none of the Directors and Supervisors of the
Company had a material interest in any contract of
significance to which the Company or any of its subsidiaries
was a party.

Connected Transactions

The Company enters from time to time into certain
connected transactions with the SA Group and other
onnected persons. Such transactions fall within the
definition of connected transactions as set out in Chépter
4 of the Listing Rules issued by the Hong Kong Stock
Exchange. The Hong Kong Stock Exchange has granted
waiver to the Company in respect of compliance with
-Certain provisions of Chapter 14 of the Listing Rules. Detalls

Report of the Directors (cont'c) €@

{A) Demerger Agreement

The Demerger Agreement dated 25 March, 1995 (such
Agreement was amended by Amendment No.1 dated 22
May, 1997) was entered into between the SA Group and
the Company for the purpose of defining and allocating
the assets and liabilities between the SA Group and the
Company. Under the Demerger Agreement, the SA Group
and the Company have agreed to indemnify the other party
against, among other things, claims, liabilities and expenses
incurred by such other party but refating to the businesses,
assets and liabilities held or assumed by the SA Group or
the Company (as the case may be) pursuant 1o the
Demerger Agreement.

Neither the Company nor the SA Group has been required
to make any payments in respect of such indemnification
obligations from the date of the Demerger Agreement up
to the date of this report.

{B) Connected Business Transactions

The Company and the SA Group and their respective
subsidiaries were a single group prior to the restructuring
of the SA Group in 1995 in anticipation of the Company's
global offering (the "Restructuring”). As a result, certain
arrangements between them have continued after the
Restructuring and the listing of the Company's shares on
the stock exchanges of Hong Kong and New York. At
present, the Company and the SA Group (or their respective
subsidiaries) have entered into the following agresments:

i)  Southern Aidines {Group) Import and Export Trading
Company ("SAIETC"), a wholly-owned subsidiary of
the SA Group

The Company and SAIETC have entered into an
agreement dated 22 May, 1997, for the import and
export of aircraft, fight equipment, special vehicles
for airfine use, communication and navigation faciliies,
and training facilities for a term extending from 22
May, 1997 to 22 May, 2000 (renewable by the
parties). The agreement has been extended to 22
May, 2003.

For the year ended 31 December, 2001, the amount
incurred by the Group for the import and export of
the above equipment was RMB324,998,000,
inclusive of agency commission of 1.5% above the
contract prices paid to SAIETC.

China Southemn Airtines Company Limited’
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(i)

Southemn Airlines Advertising Company, a wholly-
owned subsidiary of the SA Group

The Company and Southern Airlines Advertising
Company have entered into an agreement dated 22
May, 1997, for the provision of advertising services
for a term extending from 22 May, 1987 to 22 May,
2000. The agreement has been extended to 22 May,
2003.

For the year ended 31 December, 2001, the amount
incurred by the Group to Southem Ailines Advertising
Company for advertising services was
RMB9,340,000.

Southemn Airlines Group Finance Company Limited
(“SA Finance") which is 42% owned by the SA Group,
30% owned by the Company, 28% owned in
aggregate by six subsidiaries of the Company.

The Company has entered into a financial agreement
dated 22 May, 1997, with SA Finance for the provision
of financial services such as deposit and loan facilities,
credit facilities, financial guarantees and credit
references for a term commencing from 22 May, 1997
to 22 May, 2000. The agreement has been extended
up to 22 May, 2008.

Under such agreement, (a) all funds that the Company
deposits with SA Finance will be deposited by SA
Finance with the Commercial and Industrial Bank of
China, Bank of Comrnunications, Bank of Agricutture,
China Construction Bank, or other banks of similar
creditworthiness; and {b) SA Finance will not at any
time have outstanding loans in excess of the amount

representing the aggregate of (i) deposits received .

from entities other than the Company, (i) SA Finance's
shareholders’ equity and (i) capital reserves.

The Group had short-term deposits placed with SA
Finance amounting to RMB1,341,126,000, which
eamed interest at the rate of 1.98%-3.50% per
annum.

)

Shenzhen Air Catering Company Limited, which
20% owned by the SA Group, and 80% owned
two independent third parties

The Company and Shenzhen Air Catering Comparyy
Limited have entered into an agreement dated
May, 1997 for the sale and purchase of in-flight meals
for flights originating or stopping at the airport
Shenzhen. Pursuant to such agreement, Shenzhe
Air Catering Company Limited will supply in-flight
meals to the Group from time to time during the teri:
from 23 May, 1997 to 23 May, 1998. The agreemen
has been extended by the parties to 23 May, 2007

For the year ended 31 December, 2001, the amoun
paid by the Group to Shenzhen Air Catering Compary.
Limited for the provision of in-flight meals wa
approximately RMB22,707,000.
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Guangzhou Aircraft Maintenance Engineering
Company Umited ({GAMECO"), which is 50% owned
by the Company and 50% owned by two independent
third parties

The Company and GAMECO have entered into an
Aircraft Maintenance and Engingering Agreement for
the provision of aircraft repair and maintenance
services. On 17 May, 1996, the Company and
GAMECO entered into an agreement regarding the
fee arangement for the provision of such repair and
maintenance services (the "Fee Agreement”).
Pursuant to the Fee Agreement and subsequent
agreements, GAMECO charged the Company for
expendables at cost plus 15%, and labour costs at
US$30.0 per hour during 2001.

For the year ended 31 December, 2001, the amount
incurred by the Company for such repair and
maintenance services was RMB534,828,000.

~ China Southern West Australian Flying College Pty

Ltd (the "Australian Pilot College®), which is 65%
owned by the Company and 35% owned by the SA
Group.

The SA Group and the Australian Pilot College entered
into an agreement dated 7 October, 1893 for the
provision of pilot training in Australia to the cadet pilots
of the SA Group (the "Training Agreement”). The
Training Agreement will remain in force unless
terminated by either party upon 90 days' prior written
notice to the other party. Pursuant to the Demerger
Agreement, the Company has assumed all the
interests, rights and obligations of the SA Group under
the Training Agreement.

For the year ended 31 December, 2001, the amount
paid by the Group to the Australian Pilot College for
training services was RMBS0,602,000.

Southemn Airlines {Group) Economic Development
Company, which is 61% owned by the SA Group
and 39% owned by an independent third party.

The Companty and Southem Airlines (Group) Economic
Development Comparty have entered into an agreement
dated 22 May, 1997, for the provision of drinks, snacks,
liquor, souvenirs and other products for a teerm extending
from 22 May, 1997 to 22 May, 2007.

(i)

(G
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For the year ended 31 December, 2001, the amount
paid by the Group to Southern Airlines (Group)
Economic Development Company for the provision
of drinks, snacks, liquor, souvenirs and other
products was RMB86,386,000.

Guangzhou Nanland Air Catering Company Limited
("Nanland”), which is 51% owned by the Company
and 49% owned by an independent third party.

The Company and Nanland have entered into a
catering agreement dated 22 May, 1999 for the sale
and purchase of in-flight meals for flights originating
or stopping at the airport in Guangzhou. Pursuant
to such agreement, Nanland will supply inflight meals
to the Company from time to time during the term
from 22 May, 1999 to 22 May, 2000. The agreement
will then be automatically extended annually.

For the year ended 31 December, 2001, the amount
paid by the Group to Nantand for the provision of in-
flight meals was RMB84,237,000.

Ticket sales amangements

The Group has entered into ticket agency agreements
for the sale of the Group's air tickets with several
subsidiaries of the SA Group (the "Agents”). The
Agents charge commission on the basis of the rates
stipulated by the CAAC and tATA. The Agents charge
a commission in the amount of 3% of the ticket price
for domestic tickets and 5% to 12% of the ticket price
for Hong Kong regional/international tickets. The
Group has other air ticket sales agents in China who
also charge commission at the same rates. The
Agents also act as air ticket sales agents for other .
Chinese airlines and charge the same rates of
commission to such other aidines as those charged
to the Group.

For the year ended 31 December, 2001, the aggregate
amount of ticket sales of the Group conducted through
the Agents was RMB201,551,000.

China Southemn Airfines Company Limited
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{C) Trademark Licence Agreement

The Company and the SA Group have entered into a 10-
year Trademark Licence Agreement dated 22 May, 1997
pursuant to which the SA Group acknowledges that the
Company has the right to use the name *China Southem®
and *China Southem Airlines” in both Chinese and English,
and grants to the Company a renewable royalty-free licence
to use the kapok logo on a world-wide basis in connection
with the Company's aidine and aifline-related businesses.
Unless the SA Group gives written notice of termination
three months before the expiration of the agreement, the
agreement will be automatically extended for another 10-
'year term.

(D) Leases
The Company as lessee and the SA Group as lessor have
entered into the following lease agreements:

)  The Company and the SA Group have entered into a
land lease agreement dated 22 May, 1997, inrespect
of the land used by the Company within Guangzhou
Baiyun International Airport. The rental payment is
RMB2,650,700 per year. The term of the lease is five
years commencing 1 April, 1897 and is renewable
by the parties thereafter (subject to mutual agreement
with respect to rental terms).

(i)  The Company and the SA Group have separately
entered into four lease agreements dated 22 May,
1997, in respect of office premises located at the
east wing of the Guangzhou Railway Station on
Guangzhou Huanshi Dong Road, office premises at
Haikou Airport, office premises in Haikou City, and
office premises at Tianhe Airport in Wuhan, Hubei
Province. The aggregate rental payment under the
four feases is RMB12,573,000 per year. The term of
each lease is one year and is renewable by the parties
thereafter (subject to mutual agreement with respect
to rental terms).

(i}  The Company and the SA Group have entered into
an indemnification agreement dated 22 May, 1997
in which the SA Group has agreed to indemnify the
Company against any loss or damage caused by or
arising from any chalienge of, or interference with,
the Company's right to use certain land and buildings.

(E) Comprehensive Services and Employee Benefits
The Company and the SA Group have entered into g
comprehensive services agreement (the "Services
Agreement”) dated 22 May, 1997. The SA Group sha
receive certain fees for providing or causing to be provideq
to the Group and its employees certain sernvices in relation
to employee housing and welfare benefits for a term
extending from 22 May, 1997 to 31 December, 2006.

With respect to employee housing services, the Services
Agreement provides that the SA Group shall sell or rent 2
housing to eligible employees of the Group at lower than
market price. As the housing is sold or rented below cos
and the construction costs of the leased housing werg 3
originally paid by the SA Group, the Company shall pa
the SA Group BMB8S5 million per year, payable quarterly i
amears, for a term of ten years from 19385 to 2004.

In September 2000, the PRC Govemment issued a notice
outlining its reformed policies over the provision of staff’
housing benefits by PRC enterprises. The notice provides :
that one-off lump sum cash aflowances shall be paid to
employees who were eligible for gquarters as at 31
December, 1998 but are not allocated with to date. The
notice further provides that in future, monthly cash
allowances shall be paid in replacement of the allocation :
of staff quarters to new employees and those employess -
who were not gligible for quarters as at 31 December, 1998.
Detailed timetable and procedures for implementing these
policies are to be determined by the provinciat or municipal
govemnments based on their respective Circumstances.

As of the date of this Annuat Report, the Group has not yet
formulated its one-off lump sum cash aflowance policies.
The Group anticipates that a revision of its existing Services
Agreement with the SA Group may be necessary in order
to accommodate with the new housing benefit regulations
to be effective in the relevant provinces or municipals.
However, based on its preliminary evaiuation, the Group
does not anticipate that the revision of the Services
Agreement with the SA Group will have a significant adverse
impact on the Group's results or financial position in the
foreseeable future.
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Group shall provide pension fund services to the Group,
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&and provide medical benefits and certain related services
‘to the Group’s staff. As regards pension benefits, the
: Company has agreed to pay the SA Group:

Ly

1. anamount eqﬁivalent to 14% to 17% of the annual
' aggregate wages of the employees of the Group in
the previous year as its contribution under several
retirement pension schemes organised by the PRC
Govemnment, which the SA Group has undertaken to
submit to the Social Insurance Bureau of the
respective provinces in which the Company operates.
The schemes will pay pension benefits to retired
employees of the Group. The contribution
percentages are fixed by the PRC Govemnment and
jointly approved by the relevant labour and finance
administrative agencies of the PRC Government. No
fee or charge shall be payable by the Company to
the SA Group;

an amount equivalent to 4.5% of the annual aggregate
wages of the employees of the Group in the previous
year as its contribution under the supplemental
pension scheme organised by the SA Group. The
scheme will pay pension benefits to retired employees
of the Group. In addition, the Company shall pay a
management fee to the SA Group for administering
the supplemental pension scheme; and

fixed annual fees for providing post-retirement medical
and other welfare benefits to the current and future
retirees of the Group from the effective date of the
Services Agreement to 31 December, 2006.

Independent Non-Executive Directors of the Company
ave confirmed to the Board of Directors of the Company
Fhat they have reviewed the connected transactions
Jescribed in (B) through () above and have concluded
t:

a) the transactions have been entered into by the Group
= in the ordinary and usual course of its business:

In addition, pursuant to the Services Agreement, the SA -

Report of the Directors conta) €

(b) -the transactions have been entered into either (4) on
normal commercial terms (by reference to
transactions of a similar nature made by similar entities
within the PRC) or (B)'(where there is no available
comparison) on terms that are fair and reasonable so
far as the shareholders of the Company are
concemed; and

{c) the transactions have been performed either (A) in
accordance with the terms of the agreement
goveming each such transaction or (B) {where there
is no such agreement) on terms no less favourable
than terms available from third parties.

Donations

During the year, the Group made donations for charitable
purposes amounting to RMB1.4 million (2000: RMB2.2
million).

Designated Deposits and Overdue Time
Deposits

As at 31 December, 2001, the Group's deposits piaced
with financial institutions or other parties did not include
any designated deposits, or overdue time deposits against
which the Group failed to receive repayments.

Material Litigation
The Group was not involved in any material litigation or
dispute in 2001.

Auditors

A resolution is to be proposed at the forthcoming Annual
General Meeting of the Company for the reappointment
of KPMG as the international auditors of the Company
and of KPMG Huazhen as the PRC auditors of the
Company.

By Order of the Board of Directors
Yan Zhi Qing
Chairman of the Board of Directors

Guangzhou, the PRC
12 April, 2002

China Southemn Airlines Company Umited




& Report of the Supervisory Committee

In 2001, the three supervisors of the Company comprising  The Supervisory Committee is satisfied with the Report of
the Supervisory Committee pursued their work in  the Directors for 2001 and appreciates the measures the
accordance with the "Working Regulations of the  Company undertook during the year to control Operating
Supervisory Committee of China Southern Alrlines  cost per unit of available tonne kilometre and to enhance
Company Limited”, the provisions of the Company Law of  the economic retums of the Company. The Supervisory
the PRC and the Asticles of Association of the Company, ~ Committee is aiso glad to find that the Company managed
with the objective of protecting the shareholders’ best  to achieve profit amid keen market competition ang
interests and focusing on the development and expansion  significant slowdown in the global economy. We will
of the Group. continue to pay close attention to the challenges and

opportunities brought by the reform of the PRC aviation
The Supervisory Committee has studied and reviewed the  industry, as well as by the entry of the PRC into Word
Group's major operations, improving efficiency measures,  Trade Organisation. We believe the PRC aviation industry
flying safety, technological improvement and investment  has great potential for growth and we have every confidence
projects. in the Group's prospects.

The Supervisory Committee has reviewed the Chaiman's  In order to coordinate the future development of the

Staternent and Report of the Directors to be submitted at  Company, the Supervisory Committee is prepared to

the forthcoming Annual General Meeting of the Company,  continue strengthening its supervisory efforts in the future.

and concluded that they have been property prepared. It '

has also reviewed the Group’s financial position, including

interim results and annual financial statements, and no

iregularities have been found. By Order of the Supervisory Committee
Liang Hua Fu

In the opinion of the Supervisory Committee, the Directors, Chairman of the Supervisory Committee

the President and Senior Administrative Officers of the

Company have afl carried out their duties diligently and with  Guangzhou, the PRC

due consideration to the overall interests of the Company 12 April, 2002

and the shareholders, and in compliance with the provisions

of the Company’s Articles of Association, the Listing Rules

of The Stock Exchange of Hong Kong Limited and the

provisions of the Company Laws of the PRC.

2001 Annual Report
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We will

:e§ and ;‘- We have audited the financial statements on pages 34 to

aviation N

>y World

ndustry

fidence

- Of the The Company's dirsctors are responsible for the preparation

ared to  of financial statements which give a true and fair view. In

#futurs, preparing financial statements which give a true and fair
: view it is fundamental that appropriate accounting policies
are selected and applied consistently, that judgements and

mittee & ‘estimates are made which are prudent and reasonable and

“that the reasons for any significant departure from applicable
accounting standards are stated.

wmittee

ltis our responsibility to form an independent opinion, based
on our audit, on those financial statements and to report
our opinion to you.

Basis of opinion

We conducted our audit in accordance with Statements
of Auditing Standards issued by the Hong Kong Society of
Accountants. An audit includes examination, on a test basis,
of evidence relevant to the amounts and disclosures in the
financial statements. It also includes an assessment of the
significant estimates and judgements made by the directors
i the preparation of the financial statements, and of whether
the accounting policies are appropriate to the Company's
and the Group’s circumstances, consistently applied and
adequately disclosed.

Report of the International Auditors &

: CHINA SOUTHERN AIRLINES COMPANY LIMITED
: {Established in the People's Republic of China with limited liability)

We planned and performed our audit so as to obtain all
the information and explanations which we considered
necessary in order to provide us with sufficient evidence
to give reasonable assurance as to whether the financial
statements are free from material misstatement. In forming
our opinion we also evaluated the overall adequacy of the
presentation of information in the financial statements. We
believe that our audit provides a reasonable basis for our
opinion.

QOpinion

In our opinion, the financial statements give a true and fair
view of the state of affairs of the Company and of the Group
as at 31 December, 2001 and of the Group’s profit and
cash flows for the year then ended and have been property
prepared in accordance with International Accounting
Standards adopted by the International Accounting
Standards Board and the disclosure requirements of the
Hong Kong Companies Ordinance.

KPMG
Certified Public Accountants

Hong Kong,
12 April, 2002

China Southern Airfines Company Limited




Operating revenue:
Traffic revenue
Other revenue

Total operating revenue

Operating expenses:
Rlight operations
Maintenance
Aircraft and traffic servicing
Promotion and sales
General and administrative
Depreciation and amortisation
Other

Total operating expenses

Operating profit

Non-operating income/(expenses):
Share of associated companies’ results
Share of jointly controlled entity's results
(Loss)/gain on sale of fixed assets
Interest income
Interest expense
Exchange gain, net
Other, net

Total net non-operating expenses

Profit before taxation and minority interests
Taxation

Profit before minority interests
Minonty interests

Profit attributable to shareholders

Basic eamings per share

The notes on pages 41 to 83 form part of these financial statements.

16,461,532
418,126

16,879,658

6,905,628
2,014,579
2,297,521
1,540,780
892,233
1,814,974
13,270

15,478,985

1,400,673

53,077
(4,034)
(55,889)
49,878
(933,717)
296,777
{11,509)

{605,417)

795,256
(320,519)

474,737
{134,512)

340,225

ST

RMB0.10

rew<:

13,996,217

1,182,101




et profit for the year

ains/losses not recognised in the consolidated
profit and loss account

2001
RMB’000

340,225

2000
RMB'0CC

501,771




Non-current assets

Fixed assets

Construction in progress

Interest in associated companies
Interest in jointly controlled entity
Other investments

Lease and equipment deposits
Deterred expenditure

Long temm receivables

Current assets

lnventories

Trade receivables

Other receivables

Prepaid expenses and other assets
Cash and cash equivalents

Current liabilities

Bank and other loans

Obligations under finance leases
Amounts due to related companies
Other liabilities

Accounts payable

Sales in advance of caniage
Accrued expenses

Tax payable

Net current liabilities
Total assets less current liabilities

Non-current liabilities and deferred items
Bank and other loans

Obligations under finance leases

Provision for major overhauls

Deferred credits

Deferred taxation

2001
RMB’000

22,709,837
340,063
531,055
174,338
195,201

2,265,003
48,183
11,091

26,274,771

467,018
556,542
196,751
340,157
2,817,863

4,378,331

2,177,516
1,451,929
718,265
678,133
590,700
370,546
2,013,555
73,464

8,074,108

(3,695,777)

22,578,994

3,627,594
7,691,634
125,661
15,072
519,577

11,979,538

10,599,456




Note

lepresenting:

25
. Jeserves 26

areholders’ equity
inority interests

bproved and authorised for issue by the board of directors on 12 April, 2002

YAN ZH! QING
Director

WANG CHANG SHUN
Director

e notes on pages 41 to 83 form part of these financial statements.

T onnd |
2001

RMB’000

3,374,178
5,847,485
9,221,663
1,377,793

10,599,456

2000
RMB'000

3,374,178
5,607,260
8,881,438

1,288,441

10,169,879

XU JIE BO
Director




2001
RMB’000
Non-current assets
Fixed assets ) 15,645,949
Construction in progress 260,872
Interest in subsidiaries 1,980,458
Interest in associated companies 231,073
interest in jointly controlied entity 178,372
Other investments 101,208
Lease and equipment deposits 1,933,966
Deferred expenditure : 31,930

20,363,828

Current assets . :
Inventories 148,537 194 871
Trade receivables 351,810 447,992
Other receivables 82,534 113,012°
Prepaid expenses and other assets 243,980 108,079 ;
Cash and cash equivalents 2,137,582 3,153,571

2,964,443

Current liabilities
Bank and other loans 1,379,277
Obligations under finance leases 1,451,929
Amounts due to related companies 523,893
Other liabilities 351,926
Accounts payable 419,870
Sales in advance of camiage 312,567
Accrued expenses 793,079
Tax payable 43,142

5,275,683

Net current liabilities (2,311,240)

Total assets less current liabilities 18,052,588

Non-current liabilities and deferred items
Bank and other loans 2,111,683
Obligations under finance leases 7,691,634
Provision for major overhauls 48,154
Deferred credits 15,072
Deferred taxation 293,991

10,160,534

Net assets 7,892,054
o

200i Annual Report




2001 2000
RMB’000 RMB'000

Representing:
iShare capital . 3,374,178 3,374,178
4,517,876 4,405,742

hareholders’ equity 7,892,054 7,779,920
AR

pproved and authorised for issue by the board of directors on 12 April, 2002

YAN ZHI QING WANG CHANG SHUN XU JIE BO
Director " Director Director

o notes on pages 41 to 83 form part of these financial staternents.
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Cash inflows from operations (Note 33}

Interest received
Interest paid
income tax paid

Net cash inflows from operating activities

Investing activities:

Proceeds from sale of fixed asssts

Proceeds from sale of other investments
Dividends received from associated companies
(Increase)/decrease in long term receivables
Payment of lease and equipment deposits
Refund of lease and equipment deposits

Capital expenditures
Purchase of other investments

Investment in associated company
Investment in jointly controlled entity

Financing activities:

Proceeds from bank and other loans
Repayment of bank and other loans
Repayment of principal under finance lease obligations

Capital contributions received from minority shareholders
Dividends paid to minority shareholders

Net cash outflows from financing activities

Decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Net cash used in investing activities

Net cash (cutflows)/inflows before financing activities

The notes on pages 41 to 83 form part of these financial statements.

2001
RMB’000

3,185,523

49,878
{970,734)
{40,724)

2,223,943

605,385
5,946
(345)
(2,027,063)
200,029
(1,492,126)
{1,241)
(147,875)
(178,372)

(3,035,662)
(811,719)
2,123,613

(890,228)
(1,756,098)
707
{45,867)

(567,873)

(1,379,592)
4,197,455

2,817,863

21201
(105,740) -

(137,11




Background of the Company

China Southem Airlines Comparty Limited (the *Company”) and its subsidiary companies (the "Group®) are principafly engaged
in the provision of domestic, Hong Kong regicnal and intemational passenger, cargo and mail airfine services, with flights
operating primarily from the Guangzhou Bafyun Intemational Airport, which is both the main hub of the Group's route network
and the location of its comorate headquarters.

The Company was established in the People's Republic of China (the *PRC”, *China® or the *State”) on 25 March, 1995 as
a joint stock limited company as part of the reorganisation (the “Reorganisation”) of Southem Airdines (Group) (the “SA
Group?), a state-owned enterprise which is under the supervision of the Civil Aviation Administration of China {the "CAAC?),
a ministry-level enterprise under the direct supervision of the State Council of the PRC responsible for the administration and
development of the airline industry in the PRC. Pursuant to the Reorganisation, the Company assumed, as from the effective )
date on 1 January, 1895, the aidine and airline-related businesses together with the relevant assets and liabilities from the SA
Group in congideration of which 2,200,000,000 domestic shares with a par value of RMB1.00 sach were aliocated by the
Company on 25 March, 1995 to the SA Group. On the same date, the SA Group became the holding company of the
Company.

In July 1997, the Company successfully listed its H Shares and American Depositary Shares ("ADS") {sach ADS represénting
50 H Shares) on the Stock Exchange of Hong Kong Limited and the New York Stock Exchange, respectively.

Principal accounting policies

(a) Statement of compliance
The financial statements of the Group and the Company have been prepared in accordance with intemational
Accounting Standards (IAS") adopted by the Intemational Accounting Standards Board (TIASB"), interpretations
issued by the Standing Interpretations Committee of the IASB and the disclosure requirements of the Hong Kong
Companies Ordinance.

Basis of preparation

The financial statements of the Group and the Company are prepared on the historical cost basis as modified by the
revaluation of certain fixed assets. The accounting policies have been consistently applied by the Group and the
Company and they are consistent with those used in the pravious year.

Basis of consolidation

The consolidated financial statements of the Group include the financial statements of the Company and all of its
subsidiaries made up to 31 December each year. Subsidiaries are those enterprises controlied by the Group. Control
exists when the Group has the power, directly or indirectly, to govem the financial and operating policies of an
enterprise so as to obtain benefits from its activities. The financial statements of subsidiaries are included in the
consolidated financial statements from the date that control effectively commences until the date that control effectively
ceases.

The results of subsidiaries are included in the consolidated profit and loss account and the share attributable to
minority shareholders is deducted from or added to the consolidated profit after taxation. Losses attributable to
minority shareholders of partly owned subsidiaries are accounted for based on the respective equity owned by the
minority shareholders up to the amount of the capital contribution and reserves attributable to the minority shareholders.
Thereafter, all further losses are assumed by the Company.

All significant intercompany balances and transactions have been eliminated on consolidation.




Principal accounting policies {cort'd)

{d) Interest-bearing borrowings
Interest-bearing borowings are recognised initially at cost, fess attributable transaction costs. Subsequent to'initi
recognition, interest-bearing bomowings are stated at amortised cost with any difference between cost aid -redemption

investments

0] Investrnents in subsidianes

to accounting policy m).

Investments in associated companies and jointly controlied entities

decisions.

A jointly controlled entity is an entity over whose activities the Group or the Company has JOIm control
established by contractual agreement.

The consolidated profit and loss account includes the Group's share of the results of its associated comy :

and jointly controlled entities for the year. In the consolidated balance sheet, the mvestments in a\
companles and jointly controlled entities are stated at the Group's attnbutab!e share of net assets.

before 31 December each year. In the Company's balance sheet, investments in associated
joiritly controlied entities are stated at cost, less impaiment losses (refer to accounting polic

Other investments

not be made without incurming excessive costs.




Principal accounting policies (contd)

n

Fixed assets and depreciation

Fixed assets are stated at cost or revalued amount less accumulated depreciation and impaiment losses {refer to
accounting policy m). Revaluations are performed periodically to ensure that the camying amount does not differ
materially from that which would be determined using fair value at the balance sheet date.

Depreciation is provided to write off the cost, or revalued amount where appropriate, of the fixed assets over their
estimated useful lives on a straight line basis, after taking into account their estimated residual values, as follows:

Depreciable life Residual value

Buildings 15 t0 40 years Nil
Owned and leased aircraft ’ 810 15 years 28.75%
Cther flight equipment
Jet engines 8to 15 years 3%
Others, including rotable spares 8to 15 years
Machinery and equipment 510 10 years 3%
Vehicles 6 years 3%

Land use rights are amortised on a straight line basis over the period of grant or 50 years, whichever is shorter.

No depreciation is provided in respect of construction in progress.

Leased assets

Flight equipment under finance leases is stated at an amount equal to lower of its fair value and the present value of
minimum fease payments at inception of the lease, and is amortised on a straight line basis over the shorter of the
lease term or estimated useful life of the asset to residual value. In cases where title to the asset will be acquired by
the Group at the end of the leass, the asset is amortised on a straight line basis over the estimated usefu life of the
asset to its residual value.

Amounts payable in respect of finance leases are apportioned between interest charges and reductions of obligations
based on the interest rates implicit in the leases. Interest charges are included in the profit and loss account to
provide a constant periodic rate of charge over the lease term.

Gains on aircraft sale and leaseback transactions which result in finance leases are deferred and amortised over the
terms of the related leases. Gains on other aircraft sale and leaseback transactions are recognised as income
immediately if the transactions are established at fair value. Any excess of the sales price over fair value is deferred
and amortised over the pericd the assets are expected to be used.

Operating lease payments are charged to the profit and loss account on a straight line basis over the terms of the
related leases.

Construction in progfess

Construction in progress represents office buildings, various infrastructure projects under construction and equipment
pending installation, and is stated at cost. Cost comprises direct costs of construction as well as interest charges
during the periods of construction and installation. Capitalisation of these costs ceases and the construction in
progress is transferred to fixed assets when the asset is substantially ready for its intended use, notwithstanding any
delays in the issue of the relevant commissioning certificates by the refevant PRC authorities.




Principal accounting policies (cont'd)

@

Inventories )
Inventorigs, which consist primarfly of expendable spare parts and supplies, are stated at cost less any -appficabl
provision for obsolescence, and are expensed when used in operations. Cost represents the average-Unit ‘cost:

Inventories held for disposal is stated at the lower of cost and net realisable value. Net realisable value fepresent
estimated resale price.

Trade and other receivables -
Trade and other receivables are stated at cost less impairment losses. Impairment losses are established based:on
evaluation of the recoverability of these accounts at the balance sheet date.

Deferred expenditure
Custom duties and other direct costs in relation to modifying, introducing and certifying certain opera ng lease
aircraft are deferred and amortised over the terms of the related leases.

Cash and cash equivalents

Cash and cash eguivalents consist of cash in hand and balances with banks and other financial :nst:tutrons wﬁh ar
original maturity within three months. For the purpose of the consolidated cash flow statement, cash and cas
equivalents are presented net of bank overdrafts, if any. .

Impalrment loss

generated by the asset are discounted to their present value. The amount of the reduction is
expense in the profit and loss account.

The Group and the Company assess at each balance sheet date whether there is any indication thal
loss recognised for an asset in prior years may no longer exist. An impairment loss is reversed if i
change in the estimates used to determine the recoverable amount. A subsequent increase i '
amount of an asset, when the circumstances and events that led to the write-down or write-off

recognised as income. The reversal is reduced by the amount that would have been recognnsed as depr
the write-down or write-off not occurred.

Deferred credits

as a reduction of rental expense for aircraft and engines under operating leases.




Principal accounting policies (cont'd)

(o)

Revenue recognition

Passenger, cargo and mail revenues are recognised when the transportation is provided. Ticket sales for transportation
not yet provided are inciuded in current liabilities as sales in advance of carriage. Revanues from airling-related
business are recognised when servicas are rendered. Revenue is stated net of sales tax and contributions to the
CAAC Infrastructure Development Fund.

Interest income is recognised as it accrues unless collectibiiity is in doubt. Dividend income is recognised when the
Group's right to receive the dividend is established.

Operating lease income is recognised on a straight line basis over the terms of the respective leases.

Traffic commissions
Traffic commissions are expensed when the transportation is provided and the related revenue is recognised. Traffic
commissions for transportation not yet provided are recorded on the balance sheet as a prepaid expense.

Maintenance and overhaul costs

Routine maintenance and repairs, and overhauls in respect of owned aircraft and aircraft held under finance ieases
are expensed in the profit and loss account as and when incurred. In respect of aircraft held under operating leases,
a provision is made over the lease term for the estimated cost of scheduled overhauls required to be performed on
the related aircraft prior to their retum to the lessors.

Translation of foreign currencies
Foreign currency transactions during the year are translated into Renminbi at the applicable rates of exchange
prevailing on the transaction dates.

Foreign currency monetary balances at the balance sheet date are transtated into Renminbi at the exchange rates
quoted by the People’s Bank of China rufing at that date. Exchange differences are dealt with in the profit and loss
account.

Borrowing costs

Borrowing costs are expensed in the profit and loss account as and when incurred, except to the extent that they are
capitalised as being directly attributable to the acquisition or construction of an asset which necessarily takes a
substantial period of time to get ready for its intended use.

Deferred taxation

Deferred tax is provided using the balance shest liability method on all temporary differences between the carrying
amounts for financial reporting purposes and the amounts used for taxation purposes, except differences relating to
the initial recognition of assets or liabilities which affect neither accounting nor taxable profit/ioss.

The tax value of losses expected 10 be available for utilisation against future taxable income is recognised as a
deferred tax asset and offset against the deferred tax liability attributable to the same legal tax unit and jurisdiction.
Net deferred tax assets are reduced to the extent that it is no longer probable that the related tax benefit will be
realised.




Principal accounting policies (cont'd)

(u) Retirement benefits
Contributions to retirement schemes and additional retirement benefits paid to retired employess are charged to the
profit and loss account as and when incurred.

Frequent flyer award programmes
The Group maintains two frequent flyer award programmes, namely, the China Southem Airlines Sky Pear1 Glu
the Egret Mileage Plus, which provide travel awards to members based on accumulated mileage. *

Traffic
Pa
Ca

incremental cost to provide free travel is recognised as an expense and accrued as a current liabili
accumulate mileage. As members redeem awards or their entitlements expire, the incremental cost lial
accordingly to reflect the acquittal of the outstanding obligations.

Revenue from mileage sales under the frequent fiyer award programmes is recognised when the relé_ ¢ Other
services are provided.

Provisions )
A provision is recognised in the balance sheet when the Group or the Company has a legal or cpnsvuc{'
as a result of a past event, and it is probable that an outflow of economic benefits will be require'd
obligations. If the effect is material, provisions are determined by discounting the expected future cash

specific to the liability.

Related parties

PurstL

significant influence. Related parties may be individuals or entities. atthe

Type

Segmental reporting
Traffic

Other

Sales
(200

In adk
there
traffic
Dece

services is attributed on the basis of where the services are performed.

Use of estimates



Turnover
Tumover comprises revenues from airine and airline-related business and is stated net of sales tax and contributions to the
CAAC Infrastructure Development Fund. An analysis of tumover is as follows:

2001 2000
RMB’000 RMB'000

Traffic revenue
Passenger 15,055,496 13,254,714
Cargo and mail 1,406,036 1,451,445

16,461,532 14,706,159

Other revenue
Commission income 129,157 134,252
General aviation income 61,292 53,161
Ground services income 55,388 63,111
Air catering income 29,523 23,654
Aircraft lease income 65,486 110,635
Others 77,280 87,346

418,126 472,169

16,879,658 15,178,318

Pursuant to various sales tax niles and regulations, the Group is required to pay sales tax to national and local tax authorities
at the following rates:

Types of revenue Applicable sales tax rates

Traffic revenue 3% (2000: 3%) of traffic revenue. All inbound intemational and Hong Kong regional
flights are exempted from sales tax. ’

Other revenue 3% (2000: 3%) of commission income, general aviation income and ground
services income, and 3% to 5% (2000: 3% to 5%) of other revenue.

Sales tax incurred during the year ended 31 December, 2001, netted off against revenue, amounted to RMBS568,407,000
{2000: RMB510,460,000).

In addition, the Group is required to pay contributions to the CAAC Infrastructure Development Fund which are calcutated at
the rates of 5% and 2%, respectively (2000: 5% and 2%, respectively) of the domestic and intemational/Hong Kong regional
traffic revenue. Contributions to the CAAC Infrastructure Development Fund payable by the Group for the year ended 31
December, 2001 totalled RMB759,385,000 (2000: RMB668,982,000).




Turnover (cont'd)

Pursuant to approval documents issued by the CAAC, the Group imposes a fuel surcharge on passengers carried by its

domestic and Hong Kong regional flights at the folowing prescribed rates:

Applicable flights and periods

Domestic flights
From 1 November, 2000 to 5 February, 2001

From 6 February, 2001 to 31 December, 2001

From 1 January, 2002 onward

Hong Kong regional flights
From 16 November, 2000 onward

The fue! surcharge forms part of the traffic revenus of the Group. For the year ended 31 December, 2001, the fuel surchargé

Rates of fuel surcharge

Not more than 20% of published fare
or RMB150.per passenger, whichever is lower

Not more than 14% of published fare
or RMB150 per passenger, whichever is lower

Not more than 8% of published fare

RMB64 to RMB70 per passenger

revenue of the Group totalied approximatety RMB1,001 million {2000: RMB149 mifion).




Profit before taxation and minority interests

Profit before taxation and minority interests is arived
at after charging:

Operating expenses
Jet fuel
Aircraft maintenance
Routes
Depreciation
owned assets
assets held under finance leases
Amortisation of deferred expenditure
Operating lease charges
aircraft and flight equipment
land and buildings
Staff costs
salaries, wages and welfare
contributions to retirement schemes
Office and administration
Auditors’ remuneration
Cther

Interest expense
Interest on bank and other loans wholly
repayable within five years
Interest on other loans
Finance charges on obligations under finance leases
Less: borowing costs capitalised

Net interest expense

and after crediting:

Amortisation of gains on sale and leaseback transactions
Dividend income from uniisted investments

3,548,860
1,844,836
4,104,870

1,260,020
542,442
12,512

1,912,832
91,857

1,272,249
77,833
472,613
7,400
330,661

148,554
169,703
620,687

(5,227)

933,717

15,379
2,704

15,478,985

3,240,129
1,602,235
3,659,312

1,238,465
606,814
18,510

1615574
97,551

1,139,808
€8,829
426,771
7,400
274,819

13,996,217

82,675
245,994
745,567

1,074,236

3,359

I
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The profit attributable to shareholders for the year ended 31 December, 2001 includes a profit of RMB112,134,000 (2000:
RMB380,434,000) which has been dealt with in the financial statements of the Company.




(Loss)/gain on sale of fixed assets
{Loss)/gain on sale of fixed assets represents:

2001 2000
RMB’000 RMB'000 -

Aircraft (Note) 59,855 377,817
Staff quarters (Note 28) (110,723)

Flight equipment and others (5,021) (5.221) .

{55,889) 372,596

Note:

Pursuant to certain sale and leaseback arangements, the Group sold two Airbus 320-200 aircraft and four Boeing 757-200 aircraft respectively
during 2001 and 2000 to independent third parties and then entered into operating leases with such parties to lease back the aircraft for a
period of seven to eight years. For the year ended 31 December, 2001, the Group recognised a profit of RMB59,855,000 (2000:
RMB377,817,000), being the excess of the sale proceeds which approximated the aircraft's fair value on the date of disposal, over the
aircraft’s net book value and related disposafl costs.

Emoluments of directors, supervisors and senior management

(a) Directors’ and supervisors’ emoluments

2001
RMB’000

Fees 106
Salaries, allowances and bensfits in kind 848
Retirement benefits i 53
Boruses

2001
Number

Nil to HK$1,000,000 (RMB1,060,600 equivalent) 14




Emoluments of directors, supervisors and senior management (cont'd)

Senior management’s emoluments

Details of emoluments paid to the five highest paid individuals (including directors and supervisors) of the Group
during the year are as follows:

2001
RMB’000

Salaries, affowances and benefits in kind 1,070
Retirement benefits 17

1,087

An analysis of emoluments paid to the five highest paid individuals (including directors and supervisors) by number of
individuals and emclument ranges is as follows:

2000
Number

Directors and supervisors
Employees

Nit to HK$1,000,000 (RMB1,060,600 equivalent)

Taxation
Taxation in the consolidated profit and loss account comprises:

2000
RMB'000

PRC income tax 59,297
Share of taxation of associated companies and jointly
controlled entity 12,024

71.321
Defered taxation expense (Note 16) 275,402 267,586

320,519 338,907
Pursuant to the income tax rules and regulations of the PRC, the Group is liable to PRC income tax at a rate of 33%.

In respect of the Group's overseas airfine activities, the Group has either obtained exemptions from overseas taxation pursuant
to the bilateral aviation agreements between the overseas govemments and PRC govemment, or has sustained tax losses in
these overseas jurisdictions. Accordingly, no provision for overseas tax has been made for the year.

STV Do
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Taxation (cont'd)
Actual taxation expense in the consolidated profit and loss account differed from the amount computed by applying the PRC
income tax rate of 33% to consolidated profit before taxation and minority interests as a result of the following:

oA

2001 2000
RMB’000 RMB'000

Consolidated profit before taxation and minority interests 795,256 931,230
Expected PRC income tax at 33% 262,434 307,306
Adjustments: ’ ‘
Gains on sale and leaseback transactions and their amortisation (5,075) (7.612)
Rate differential on subsidiaries taxed at 15% (51,245) (40,745)
Non-deductible expenses 154,152 70,512
Other, net (39,747) 9.446

Lot s

e 2 s M £ 5

320,519 338,907

—
In accordance with relevant PRC tax regulations, a PRC lessee is liable to pay PRC withholding tax in respect of any lease '
payments regularly made 10 an overseas lessor. Depending on the circumstances, this tax is generally imposed at a fixed 3
rate ranging from 10% to 20% of the lease payments, or in certain cases, the interest components of such payments.
Pursuant to an approval document from the State Taxation Bureau, aircraft lessors are exempted from PRC withholding tax
in respect of lease arangernents executed pricr to 1 September, 1999. o

For the year ended 31 December, 2001, the PRC withholding tax payable by the Group in respect of the leases executed on
or after 1 September, 1999 of RMB11,962,000 (2000: RMBE,020,000) has been included as part of the operating Iease‘
charges for the year.

Dividends
No interim dividend was paid during the year ended 31 December, 2001 (2000; Nif).

Pursuant to a resolution passed at a directors’ meeting on 12 April, 2002, a final dividend of RMB0.02 (2000: Nil) per shar

This final dividend proposed after 31 December, 2001 has not been recognised as a liability at that date.

Basic earnmgs per share

3.374,178,000).

The amount of dituted eamings per share is not presentad as there were no dilutive potential ordinary shares in exist
both years.




0 Fixed assets

Other tlight
Aircraft equipment, Machinery,
Landuse Held under including equipment
rights and finance rotable and
buildings Owned leases spares vehicles
RMB'000 RMB'0O00  RMB'000 RMB'000 RMB'000

The Group

Cost/valuation:
At 1 January, 2001 3,193,018 7,828,402 12,184,637 5332216 1,386,046 20,035,219
Additions 28,324 514,044 —_ 530,281 124,117 1,196,766
Transferred from construction

in progress 285,761 46,097 331,858
Reclassification on exercise

of purchase options — 730,110 (730,110) — — —
Disposals (151,832)  (681,431) — (3,875) (27.271)  (864,409)

At 31 December, 2001 3,355,271 8,391,125 11,454,627 5858622 1,539,883 30,699,434

Representing: .
Cost 2,528,949 3065352 6,117583 3,617,552 1,131,947 16,451,383
Valuation - 1986 826,322 5335773 5336944 2241070 407,942 14,148,051

3,355,271 8,391,125 11,454,527 5,858,622 1,539,889 30,599,434

Accumulated depreciation:
At 1 January, 2001 258,532 1285561 1,852,103 1,937,087 856,987 6,290,270
Charge for the year 123,877 367,301 542,442 527,893 240,849 1,802,462
Reclassification on exercise

of purchase options — 256,156 (256,156) — — —
Written back on disposal (2.099) (174,793) — (791) (25,452)  (203,135)
At 31 December, 2001 - 380,310 1,734,225 2,238389 2,464,189 1072484 7,889,597

Net book value :
At 31 December, 2001 2974961 6,656,900 9,216,138 3,394,433 467,405 22,708,837

xS

At 31 December, 2000 2,934,486 6,542,841 10,232,534 3,395,129 539,959 23,644,949
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Fixed assets (cont'd)

{b)

Other flight
Aircraft
" Held under

finance rotable

Owned leases spares
RMB'000 RMB'000 RMB'000
4,398,331 12,184,637 3,551,493
— — 151,603
730,110 {730,110) —
(678,053) — (3,875)
4,450,388 11,454,527 3,699,221
836,474 6,117,583 2,239,104
3,613,914 5336944 1,460,117
4,450,388 11,454,527 3,699,221
811,269 1,952,103 1,394,454
211,080 542,442 370,432
256,156 (256,156) —

(171,739) — (791)

1,106,766 2,238,389 1,764,085

3,343,622 9,216,138 1,935,126

equipment, Machinery,

including equipment

(12,800) (

and
vehicles Total
RMB'000

RMB'OCO |

784,975 21,869,450

71.780 227,223
19,873 42,402

(13.510)  (695,438) .

863,127 21,543,637

630,453 10,685,894
232,674 10,857,743

863,127 21,5436

535,565 4,772,193
153,369 1,310,825

Land use
rights and
buildings
RMB'000
The Company
Cost/valuation:
At 1 January, 2001 1,050,014
Additions 3,831
Transferred from construction
in progress 22,629
Reclassification on exercise
of purchase options —
Disposals —
At 31 December, 2001 1,076,374
Representing:
Cost 862,280
Valuation - 1996 214,094
1,076,374
Accumulated depreciation:
At 1 January, 2001 78,802
Charge for the year 33,502
Reclassification on exercise
of purchase options —
Written back on disposal —_
At 31 December, 2001 112,304
Net book value :
At 31 Decemnber, 2001 964,070
At 31 December, 2000 971,212

T T

3,587,062 10,232,534 2,157,039

248,410

for another one-year period unless either party gives appropriate notice of termination. In this co
payments totalling RMB15,224,000 (2000: RMB15,224,000) were paid to the SA Group during 2

these leases.



10  Fixed assets (cont'd)
In compliance with the PRC nules and regulations goveming initial public offering of shares by PRC joint stock fimited
companies, the fixed assets of the Group as at 31 December, 1996 were revalued. This revaluation was conducted
by Guangzhou Assets Appraisal Corp., a firm of independent valuers registered in the PRC, on a depreciated
replacement cost basis, and approved by the China State-owned Assets Administration Bureau.

In accordance with IAS 16 “Property, plant and equipment”, subsequent to the 1996 revatuation, which was based
on replacement costs, the fixed assets of the Group, excluding land use rights, are carried at revalued amount, being
the fair value at the date of the revaluation less any subsequent accumulated depreciation and impaimment losses.
Revaluation is performed periodically to ensure that the carrying amount does not differ materally from that which
would be determined using fair value at the balance sheet date. In accordance with the revaluation performed by the
directors in respect of fixed assets held by the Group as at 31 December, 2000, the carying amounts of fixed assets
did not differ materially from their respective fair vaiue.

The effect of the above revaluation was to increase future annual depreciation charges of the Group by approximately
RMBE65,000,000. Had the fixed assets of the Group and the Company been stated at cost, that is, the effect of the
revaluation was excluded, the net book values of fixed assets of the Group and the Company as at 31 December,
2001 would have been approximately RBMB22,457,489,000 and RMB15,531,066,000 respectively (2000:
RMB23,326,601,000 and RMB17,004,862,000, respectively), made up as follows:

The Group The Company
2001 2000 ; 2001 2000
RMB’000 RMB'000 . RMB'000 RMB'000

Land use rights and buildings 2,942,666 2,780,413 983,174 56,814
Aircraft '
- owned 9,660,992 9,118,273 5,325,222 5,293,169
- held under finance leases 11,934,083 12,644,189 ! 11,934,083 12,644,189
Flight equipment and others 8,308,997 7,638,700 ‘ 4,933,760 4,707,880

32,846,738 32,181,575 23,176,239 23,602,052

Less: Accumutated depreciation 10,389,249 8,854,974 ‘: 7,645,173

6.597,190

22,457,489 23,326,601 15,531,066 17,004,862

As at 31 December, 2001, certain aircraft of the Group and the Company with an aggregate carrying value of
RMB14,285,480,000 and RMB12,104,63 1,000 respectively (2000: RMB15,615,56 1,000 and RMB13,299,274,000,
respectively) were pledged as collateral under certain ican and lease agreements (See Notes 21 and 22).

During the year, the Group entered into arangements to lease several of its aircraft to independent third parties. The
terms of such leases generally range from one to two months. Depreciation of the relevant aircraft recognised during
the period from the date of commencement of the leasss to 31 December, 2001 or the expiry date of the leases,
whichever is earfier, totalled RMB9,67 1,000 (2000: RMB19,027,000).




Construction in progress ,
Construction in progress comprises expenditure incurred on the construction of buildings, staff quarters and other operating
facilities not yet substantially completed at 31 December, 2001, details as follows:

2001 2000
RMB'000 RMB'000

The Company
Guangzhou new airport base 63,766 19,550
Haikou new airport facilities 48,711 26,394

Guangzhou ticket selling office 33,345 30,386

Zhengzhou training centre 22,289 22,289

Guangzhou aviation medical centre 17,661
Material and engineering system 16,044
Hubei catering building 14,404
Computerised maintenance information system 1,557
Zhuhai flight training facilities —
Other 43,095

260,872

Subsidiaries
Xiamen flight training facilities 32,088 34,418 :
Fuzhou Chang Le airport facilities 9,954 7,728

Staff quarters in Znuhai 5,902 .
Office building in Guilin —_
Guizhou airport facilities —
Zhuhai helicopter facilities _
Staff quarters in Guizhou —
Other




Interest in subsidiaries

Unlisted shares/capital contributions, at cost

Amounts due from subsidiaries

Details of the Company's subsidiaries are set out in Note 36.

Interest in associated companies

The Group

2001
RMB’000

Share of attributable net assets,
other than goodwill 531,055

Unfisted capital contributions, at cost -

Impaiment loss for investment
in associated company

The Company

2001
RMB’000

1,031,811

|
t
‘ 948,647
|
i
i
I

‘ 1,980,458
s

2000
RMB'000

956,346
1,431,469

2,387,815

The Company

200t
RMB’000

292,340

(61,267)

Details of the Group's associated companies are set out in Note 37.

348,272 I 231,073

2000
RMB'000

219,943
(28,197)

191,746




Interest in jointly controlled entity

3 The Group The Company
31 ——— e
i 2001 2000 2001 2000
g RMB’000 RMB'000 RMB'000 RMB'000
Share of attributable net assets
other than goodwill 174,338 — —_— —_
Unlisted capital contributions, at cost - — 178,372 —
E 174,338 — —
_ e . T ST ST S O TR R T v

Details of the Company's jointly controlled entity are set out in Note 37.

An analysis of the Group's attributable share of assets, liabilities, revenue and expenses of the jointly controlled entity is set

out below:
2001 2000
; RMB’000 RMB'000
-
? Non-current assets ) 64,152 -
3 Current assets 114,033 —
Current liabilities ’ (3,847) -
Net assets 174,338 —
3 Revenue - -
Expenses (4,034) -
1 el
Net loss (4,034) —
3 i

Deferred expenditure
Deferred expenditure comprises custom duties and other direct costs incurred in respect of the Group's operating leased
aircraft upon the inception of the respective leases:

The Group The Company
Y Y
2001 | 2000 2001

RMB’000 RMB'000 RMB’000

Custom duties and other direct costs 257,509 258,515 168,265
Less: Accumulated amortisation 209,326 196,814 136,335

48,183 61,701 31,930

U —




Deferred taxation
Movements in net deferred tax (liabilities)/assets are as follows:

The Group The Company

Balance at 1 January,
Transferred from profit and
loss account (Note 7}

Balance at 31 December,

The deferred tax fiabilities at 31 December, 2001 were made up of the taxation effects of:

Deferred tax assets:
Tax losses
Repair and maintenance accruals
Repair charges capitalised
Accrued expenses
Other

Total deferred tax assets
Deferred tax liabilities:
Undistributed profits of subsidiaries
Repair and maintenance accruals
Depreciation of fixed assets
Other

Total deferred tax liabilities

Net deferred tax liabilities

2001
RMB’000

{244,175)

(275,402)

(519,577)

2000
RMB'000

23,411

(267,586)

(244,175)

2001
RMB’000

(63,832)
(230,159)

(293,991)

2000
RMB'000

168,349

(232.181)

(63.832)

The Group

2001
RMB’000

175,926
171,122
265,319
295,597
122,321

1,030,285
219,330
73,851
1,237,532

19,149

1,549,862

{519,577)

s,

2000
RMB'000

369,501

65,877
213,792
261,803
102,865

1,013,938

190,560
66,827
980,705
20,021

1,268,113

(244175)

1,012,565

ceami e

The Company

2001
RMB’000

175,926
176,611
196,131
295,597
168,300

219,330

1,087,226

1,306,556

(293,991)

2000
RMB'000

369,501

71.366
151,939
261,803
154,618

1,009,228

190,561

882,499

1,073.060

63,832




Inventories

Expendable spare parts and
maintenance maternals
Other supplies

18 Trade receivables
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Within 1 month

More than 1 month but less than
3 months

More than 3 months but less than
12 months

The Group The Company
2001 2000 2001 2000
RMB'000 RMB'000 RMB’000 RMB'000
433,778 424,356 129,517 169,405 ¢
§
33,240 40,629 19,020 24,966 §
467,018 464,985 148,537 194,371

The Group

T annt !
2001

RMB’000

419,765

128,388

8,389

556,542

All of the trade receivables are expected to be recovered within one year.

2000
RMB'000

748,893
27,659

12,218

788,770

SR P

None of the above inventories was carried at net realisable value at 31 December, 2000 and 2001.

Credit terms granted by the Group to sales agents and other customers generally range from one to three months. The
ageing analysis of trade receivables, net of impairment losses, is as follows:

The Company
2001 2000
RMB’000 RMB'000
263,850 425,363
82,493 18,015
5,467 3614
351,810

As at 31 December, 2001, the Group and the Company had an amount due from fellow subsidiary of RMB55,115,000
(2000: RMB5E3,503,000) which was included in trade receivables. : '




Amounts due to related companies
Amounts due to refated companies, which represent balances with the Company’s holding company and with the CAAC and
its affiliates, are unsecured, interest free and repayable on demand.

Cash and cash equivaients

Cash and cash equivalents comprise cash at bank and in hand and deposits with Southem Airlines Group Finance Company
Uimited ("SA Finance”), a PRC authorised financial institution controlled by the SA Group and an associated company of the
Group. In accordance with the financial agreement dated 22 May, 1997 between the Company and SA Finance, alt the
Group's deposits accepted by SA Finance at 31 December, 2001 were simultaneously placed with several designated major
PRC banks by SA Finance. As at 31 December, 2001, the Group's and the Company’s deposits with SA Finance amourited
to RMB1,341,126,000 and RMB1,316,708,000 respectively (2000: RMB1,961,880,000 and RMB1,810,001,000

respectively).

Bank and other loans

Bank loans due:
Within one year
In the second year
In the third to fifth year, inclusive
After the fifth year

Other loans due in the second year

Portion classified as current
liabiliies

The Group
2001 2000
RMB’000 RMB'000
' 2,177,516 783,115
! 880,836 758,844
1,992,143 | 1,827,429
751,615 | 1,196,425
5,802,110 4,565,813
3,000 6,000
5,805,110 4571813
{2,177,516) (783,115)
3,627,594 3,788,698
T S S T I G T T TR R T 2

The Company

2001 2000
RMB’000 RMB'000
1,379,277 392,567
517,018 405,392
1,299,383 1,122,719
295,282 564,885
3,490,960 2,485,563
3,490,960 2,485,563
(1,379,277) (392,567)
2,111,683 2,092,996




parties:

Export-Import Bank of the United States

Bank of China
China Construction Bank
SA Group

Bank and other loans (cont'd)
As at 31 December, 2001, bank loans of the Group and the Company totalling RMB3,741,749,000 and RMB2,092,616,000
respectively (2000: RMB4,395,458,000 and RMB2,485,563,000 respectively) were secured by mortgages over certain of
the Group's and the Company's aircraft. As at 31 December, 2001, certain bank loans were guaranteed by the following

The Group The Company

2001 2000 2001 2000
RMB'000 RMB'000 RMB’000 RMB'000
2,744,093 3,154,743 1,435,313 1,691,449
892,390 1,108,068 552,037 661,467
105,266 132,647 105,266 132,647
1,298,344 — 1,098,344 —
5,040,093 4,395,458 3,190,960 2,485,563

Details of bank and other loans with original maturity over one year are as follows:

RMB denominated loans:
Loans for construction
projects

Interest rate and final
maturity

Floating interest rates
ranging from 5.10% to
5.46% per annum as at
31 December, 2001,
with maturities through
2009

Floating interest rate at
6.21% per annum as at
31 December, 2001,
with maturity through
2010

Non-interest bearing
loans from a municipal
govemment authority,

repayable in 2003

The Group
2001 2000
RMB'000 RMB'000

The Company
—
2001 2000 .
RMB’000 '

RMBI000




Bank and other loans (cont'q)
Details of bank and other loans with original maturity over one year are as follows:

Loans for the purchase
of aircraft

U.S. dollar denominated loans:

Loans for the purchase
of aircraft

Loan for the purchase
of flight equipment

Less: loans due within one year

Interest rate and final
maturity

Floating interest rates
ranging from 5.35% to
5.46% per annum as at
31 December, 2001,
repayable in 2003 and
2004.

Floating interest rate of
5.43% per annum as at
31 December, 2001,
repayable in 2006

Fixed interest rates
ranging from 5% 1o
8.33% per annum as at
31 December, 2001,
with maturities through
2009

Fixed interest rate of
8.35% per annum as at
31 December, 2001,
with maturity through
2004

classified as cument liabilities

The Group

2001
RMB’000

321,700

3,741,749

27,994
4,374,005

(746,411)

3,627,594

The Company

2000
RMB'000

4,395,458

21,190
4,442,058
(653,360)

3,788,698

2001
RMB’000

321,700

2,092,616

2,514,316

(402,633)

2,111,683

2000
RMB'000

2,485,563

2,485,563

(392,567)

2,092,996

As at 31 December, 2001, bank and ather loans of the Group and the Company included unsecured short term bank loans
totalling RMB1,431,105,000 and RMB976,644,000 respectively (2000: RMB128,755,000 and nil respectively). On such
date, the Group's and the Company's weighted average interest rate on short term borrowings were 4.28% and 4.10%
respectively (2000: 5.8% for the Group).

As at 31 December, 2001, the Group had banking facilities with several PRC commercial banks for providing loan finance up
to an approximate amount of RMB1,500 million (2000: RMB1,000 milion). As at 31 December, 2001, an approximate
amount of RMB300 million (2000: Nit) was utilised.

%
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22  Obligations under finance leases
The Group and the Company have commitments under finance lease agresments in respect of aircraft and related squipment
expiing during the years 2002 to 2010. At 31 December, 2001, future payments under these finance leases, which were
79% and 21% respectively (2000: 78% and 22% respectively) denominated in United States dollars and Japanese yen, were

1 as follows:

i

E: i 2001 2000
i Payments Interest Obligations Payments Interest Obligations
; RMB’000 RMB’000 RMB’000 RMB'000 RMB'000 RMB'000

The Group and
the Company

o N TR Y - L

Balance due:

Within one year 1,960,822 608,893 1,451,929 2,408,764 632,608 1,776,166 i

In the second year 1,891,234 412,673 1,478,561 2,010,726 514,118 1,496,608

k| In the third to fifth year, !

g inclusive 4,075,079 807,570 3,267,509 4,749,361 1,025,897 3,723,364 "
‘ g After the fifth year 3,203,544 257,980 2,945,564 | 4,712,555 516,242 4,196,313

g 11,130,679 1,987,116 9,143,563 13,881,406 2,688,965 11,192 441

Less: Balance due within
one year classified
as cument liabilities (1,451,929) (1,776,156)

-

9,416,285

7,691,634

Certain lease financing arangerments comprised finance leases between the Company and certain of its subsidiaries, and
corresponding borowings between such subsidiaries and banks. The Company has guaranteed the subsidiaries’ obligations
under the bank borrowings and accordingly, the relevant leased assets and obligations are recorded in the balance shestto -
reflect the substance of the transactions. The future payments under these leases have therefore been presented by the
Company and the Group in amounts that reflect the payments under the bank borowings between the subsidiaries and
banks.

¥

Under the terms of the leases, the Group has an option to purchase, at or near the end of the lease term, certain aircraft at*
fair market value and others at either fair market value or a percentage of the respective fessor's defined cost of the aircra

Security, including charges over the assets concemed and relevant insurance policies, is provided to the lessors.

As at 31 December, 2001, certain of the Group's and the Company’s aircraft with camying amounts of RMBS,216,1 88.Q00
(2000: RMB10,232,534,000) were pledged to secure facilities with financial institutions granted to lessors totaN‘i_
RMB9, 143,563,000 (2000: RMB11,192,441,000).



Accounts payable
The ageing analysis of accounts payable is as follows:

The Group The Company

2001 2000 2001 2000
RMB’000 RMB'000 RMB'000 RMB'000

Due within 1 month or on demand 140,172 180,227 101,977 147,920
Due after 1 month but within 3 months 194,665 248,691 128,177 189,129
Due after 3 months but within 6 months 255,863 329,381 189,716 283,693

590,700 758,299 419,870 620,742

L N B

As at 31 December, 2001, the Group and the Company had an amount due to fellow subsidiary of RMB433,278,000 (2000:
RMBB00,717,000) which was included in accounts payable.

All of the accounts payable are expected to be settled within one year.

Provision for major overhauls
Details of provision for major overhauls in respect of aircraft held under operating leases are as follows:

The Group The Company

2001 2000 2001 2000
RMB'000 RMB'000 RMB'000 RMB'000

Balance at 1 January, 241,895 289,228 79,917 108,845
Additional amount provided 12,889 15,267 17,444 5,504
Amount utiised (67,659) {62.600) (49,207) (34,432)

Balance at 31 December, 187,125 241,895 48,154 79,917

B s

The balance of provision for major overhauls
at 31 December, 2007 comprised:

Current portion
(included in accrued expenses) 61,464 75,812 52,000
Non-current portion 125,661 166,083 27,917

187,125 241,805 79,917
1




Share capital

Registered capital:

2,200,000,000 domestic shares of RMB 1.00 each
1,174,178,000 H shares of RMB 1.00 each

Issued and paid up capital:

2,200,000,000 domestic shares of RMB 1.00 each
1,174,178,000 H shares of RMB 1.00 each

All the domestic and H shares rank pari passu in all material respects.

2001 2000 -
RMB’000 RMB'000
2,200,000 2,200,000
1,174,178 1,174,178
3,374,178 3,374,178
2,200,000 2,200,000
1,174,178 1,174,178
3,374,178 3374178




Reserves

Movements on reserves during the year comprise:

Share premium

Statutory surplus reserve (Note {a))
Balance at 1 January,
Transfer from profit and loss account
Balance at 31 December,

Statutory public welfare fund (Note (b))
Balance at 1 January,
Transfer from profit and loss account
Balance at 31 December,

Discretionary surplus reserve (Note (c))
Balance at 1 January,
Transfer from profit and loss account
Balance at 31 December,

Retained profits/(accumulated losses)
Balance at 1 January,
Profit for the year
Appropriations to reserves

Balance at 31 December,

Total

The Group

2001
RMB'000
3,813,659

381,216
10,651

2000
RMB'000

3,813,659

367,767
13,449

The Company

391,867
219,877

5,563
225,440

63,852
6,015

1,028,656
340,225
(22,229)

1,346,652

5,847,485

69,867

381,216

213,960
5,017

219,877

58,157
5,695

63,852

551,946
501,771

1,028,656

5,507,260

(25,061)

2001
RMB’000

3,813,659

121,943

2000
RMB'000

3,813,659

121,943

114,558

467,716

4,517,876

121,943

(24,852)
380,434

355,582

4,405,742

.
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Reserves (cont'd)

Notes:

€Y

According to the PRC Company Law and the Articles of Association of the Company and certain of its subsidiaries, the Company
and the relevant subsidiaries are required to transfer 10% of their annual net profits after taxation, as determined under relevant PRC
accounting regulations, to a statutory surplus reserve until the reserve balance reaches 50% of the registered capital. The transfer
to this reserve must be made before distibution of a dividend to shareholders.

Statutory surplus reserve can be used 1o offset prior years' losses, if any, and may be converted into share capital by the issue of
new shares to shareholders in proportion to their existing sharehalding or by increasing the par value of the shares currently held by
them, provided that the balance after such issue is not less than 25% of the registered capital.

According to the PRG Company Law and the Articles of Association of the Company and certain of its subsidiaries, the Company
and the relevant subsidiaries are required to'transfer between 5% to 10% of their annual net profits after taxation, as determined
under relevant PRC accounting regulations, 10 the statutory public welfare fund. This fund can only be utilised on capital items for
the collective benefits of the Company's and the refevant subsidiaries’ employees such as the construction of dommitories, canteen
and other staff welfare facifities. This fund is non-distributable other than in fiquidation. The transfers to this reserve must be made
before distribution of a dividend to sharehclders.

The transfer to this reserve from the profit and loss account is subject to the approval of shareholders at general meetings. Its usage
is similar to that of statutory sumilus reserve.

Under PRC Company Law and the Company's Articles of Association, the net profit after taxation as reported in the PRC statutory
financial statements of the Company can only be distributed as dividends after allowances have been made for:

making up curmnutative prior years' losses, if any;

allocations to the statutory surplus reserve of at least 10% of after-tax profit, until the fund aggregates to 50% of the
Company’s registered capital;

allocations of 5% to 10% of after-tax profit, as determined under PRC accounting rules and regulations, to the Company's
statutory public welfare fund; and

atiocations 1o the discretionary surplus reserve; if approved by the shareholders.

Pursuant to the Articles of Association of the Company, the net profit of the Company for the purpase of profit distribution is deemed
to be the lesser of (i} the net profit determined in accardance with the PRC acoounting principles and financial regulations and (i) the
net profit determined in accordance with 1AS; or if the financial statements of the Company are not prepared in accordance with 1AS,
the accounting standards of one of the countries in which its shares are listed.

As at 31 December 2001, the Company had distributable reserves totalling app%oxima\ely RMB468 million (2000: Nil).




Related party transactions

Substantially all transactions undertaken by the Group during the year were effected on such terms as have been determined
by the CAAC and other relevant PRC authorities. In addition, many of the involved counter parties were either regulated by or
connected with such authorities.

Both domestic and intemational routes on which the Group and other PRC airfines offer scheduled services are allocated by
the CAAC. Intemational airfares are subject to bilateral agreements between the CAAC, acting on behalf of the PRC govermment,
and other govemments. Domestic airfares are regulated jointly by the CAAC and the PRC Price Administrative Bureau.

Furthermore, the Group obtained various supplementary administrative and financial services provided by the SA Group and
its affiliates during the normal course of its business.

The following is a summary of significant recurring transactions carried out in the normal course of business between the
Group, the SA Group, the CAAC and its affiliates during the year: ‘

Note 2001 - 2000

RMB'000 RMB'000

Expenses
Handiing charges 16,161 13,783
Jet fuel supplies 2,586,688 2,387,646
Alrcraft insurance 123,439 85,431
Wet lease rentals 300,000 108,699
Guarantee fees 1,490 1,985
Ticket reservation service charges 110,134 82,725
Passenger departure and cargo handling charges 57,424 40,584
Aircraft and traffic servicing charges 1,527,600 1,327,413
Advertising expenses i 9,940 10,712
Sundry aviation supplies j 86,386 72,054
Commission expense 547,186 554,102
Air catering expense 22,707 17,841
Repairing charges 534,828 471,044
Contributions to retirement schemes 77,833 68,829
Post retirement medical and other welfare benefits : 16,900 16,900
Housing benefits 85,000 85,000
Lease charges for land and buildings 15,224 15,224

Income
Ground services income 23,513 20,933
Interest income 13,771 35,728
Commission income ’ 89,842 100,994




Related party transactions {cont'd)

Notes:

@

Handiing charges represent fees payable to China Aviation Supplies Import and Export Corperation, a corporation contratied by the
GAAC, and Southem Aitines (Group) Import and Export Trading Company, a wholly owned subsidiary of the SA Group, in connection
with the procurement of aircraft and flight equipment on the Group's behalf. Handling charges are calculated based on a fixed
percentage of the purchase value and other charges.

Jet fuel supplies represent purchases of jet fuel at the then prevailing state contralled prices from China Aviation Oil Supply Company,
Lan Tian Oil Supply Company and certain other suppliers which are controfled by the CAAC.

Aircraft insurance represents insurance premiums payable to the CAAC which arranges aviation insurance covering hull, war and
passenger fiability isk on behalf of the PRC aidines with the People’s Insurance (Property) Company of China. Insurance premiums
are altocated to individual PRC airtines by the CAAC based on the value of the aifines’ aircraft and after taking into account the
claims history of the aidines. -

Wet lease rentals represent rentals payable to Zhongyuan Aiines, a subsidiary of the SA Group, by the Group for wet leases of five
Boeing 737-300/37K aircraft from such party. In addition, as at 3t December, 2001, the Group had a refundable deposit of
RMB130,000,000 placed with the SA Group for the acquisition of the above five aircraft and assumption of related bank debts from
Zhongyuan Airines (see note 35).

Guarantee fees represent charges collected by the CAAC and paid to PRC banks in respect of guarantees provided by these
banks in connection with aircraft acquisitions of the Group. At 31 December, 2001, back-to-back guarantees provided by the
CAAC in favour of the Group to these banks amounted to approximately RMB337,656,000 (2000: RMB1,240,715,000). Guarantee
fees are charged at rates ranging from 0.085% 1o 0.3% of the guaranteed amount.

Ticket reservation service charges represent fees payable to the CAAC in respect of computer reservation services rendered by the
CAAC at charges determined based on the utilisation of the computer reservation system.

Passenger departure and cargo handlfing charges are payable to the CAAG for use of the computerised passenger departure and
cargo handling systems installed at certain PRC airports. The charges are levied based on the utilisation of these systems.

Aircraft and traffic servicing charges represent take-off and landing fees payable to various PRC airports in respect of take-off and
landing slots allocated to the Group and other ancillary services provided. Fees are payable by the Group based on the scale rates
published by the CAAC.

Advertising expenses reprasent expense reimbursements to Southem Airlines Advertising Company, a subsidiary of the SA Group,
for promotional services rendered to the Group. :

Sundry aviation supplies represent purchases of other supplies from Southem Airines (Group} Economic Development Company,
a subsidiary of the SA Group. Prices charged by this supplier to the Group are similar to those charged to otner PRC airlines.

Commission expense represents commissions payable to the CAAC's sales offices, other PRC airlines and certain subsidiaries of
the SA Group in connection with services provided in exchange for air tickets sold by them. These commissions are calculated
based on a fixed rate ranging from 1.5% to 12% on the ticket value.

Alr catering expense represents purchases of infiight meals and refated services from Shenzhen Air Catering Company Limited,
cooperative joint venture established in the PRC, in respect of which the SA Group is entitied to 20% of its profit after tax.




* NOTES TO THE FINANCIAL STATEMENTS (cont)

{Expressed i Renminsi}

Related party transactions (cont'd)
‘Notes:

m Repairing charges represent fees incurred by the Group in connection with comprehensive maintenance services rendered by
Guangzhou Aircraft Maintenance Engineering Company Limited, an associated company of the Company.

The Group paid contributions through the SA Group towards certain defined contribution retirement schemes organised by PRC
govemment for the benefit of employees. In addition, the Group paid contributions towards a supplementary defined contribution
retirement scheme organised by_ the SA Group for the-benéfit of employees (ses Note 28). '

Post refirerment medical and other welfare benefits represent a fixed annual fee payable to the SA Group in retum for the SA Group
providing medical and other welfare services to the retired employees of the Group (see Note 28).

Housing benefits represent a fixed annual fee payable to the SA Group in respect of the provision of quarters to the eligible
employees of the Group (see Note 28).

Charges were peid to the SA Group under certain lease agreements in respect of certain land and buildings in the PRC (see Note
10). .

Ground services income represents the attributable share of fees received from other aifines in respect of ground /services at
Guangzhou Baiyun Intemational Airport provided by the Company together with Baiyun Intemational Airport Group. The Company
was entitled to 50% of the service fess for the year ended 31 December, 2001 (2000: 50%).

Interest income represents interest received from deposits placed with SA Finance. The applicable interest rate is determined in
accordance with the relevant deposit rates published by the People’s Bank of China {ses Note 20).

Commission income represents commissions receivable from other PRC aifines in conriection with air tickets sold by the Group for
which the carriage was provided by such aidines. Commission is calculated based on a fixéd rate ranging from 3% to 9% on the
ticket value. ’

- In addition to the above, certain business undertakings of the SA Group provided transportation, hotel and other services to the Group during
the year. The total amount involved is not material to the results of the Group for the year.

The directors of the Company are of the opinion that the above transactions with refated parties were entered into in the normal course of
business and on nomal commercial terms or in accordance with the agreements goveming such transactions.
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Retirement and housing benefits

Employees of the Group participate in several defined contribution retirement schemes organised separately by PRC municipal
govemments in regions where the major operations of the Group are located. The Group is required to contribute to these
schemes at the rates ranging from 14% to 17% (2000: 13% to 17%) of salary costs including certain allowances. A member
of the retirement schemes is entitled to pension benefits equal to a fixed proportion of the salary at the retirement date. The
retirement benefit obligations of alf existing and future retired staff of the Group are assumed by these schemes. In accordance
with the comprehensive services agreement {the “Services Agreement”) dated 22 May, 1997 between the Company and the
SA Group, the Group makes payments of the retirement scheme contributions to the SA Group which undertakes to submit
the contributions on behalf of the Group to the scheme administrators in a timely manner.

In addition, the Group was selected as one of the pilot enterprises to establish a supplementary dsfined contribution retirement
scheme for the benefit of employees. In this connection, employees of the Group participate in a supplementary defined
contrbution retirement scheme organised by the SA Group whereby the Group is required to make defined contributions at
a rate of 4.5% of total salaries. The Group has no obligation for the payment of pension benefits beyond the contributions
described above. Contributions to the retirement schemes are charged to the profit and loss account as and when incurred.

The Group is also required to provide retirees with medical benefits, transportation subsidies and other welfare facilities.
Pursuant to the Services Agreement, the SA Group undertakes the post-retirement medical and other welfare benefits
payments to current and future retirees of the Group for a ten-year period from 1 January, 1997 to 31 December, 2006. In
this connection, a fee of RMB16,800,000 (2000: RMB16,QO0,000) was paid by the Group to the SA Group for the year
ended 31 December, 2001. The fee will be revised every three years and the next revision will be made in the year 2003.

Furthermore, pursuant to the Services Agreement, the SA Group agrees to provide adequate quarters to eligible employees

of the Group as and when required. In return, the Group agrees to pay a fixed annual fee of RMBS85,000,000 to the SA Group
for a ten-year period effective from 1 January, 1995.

During 2001, the Group provided additional quarters at its own expense to certain employees who are not eligible for

.quarters pursuant to the Services Agreement. These quarters were provided to the respective employess in accordance with

the relevant PRC housing reform policy. The excess of the cost of these additional quarters over the considerations received
by the Group from the employees of RMB110,723,000 was charged to expenses for 2001.

i Y (A S e $R e R




X 29 Commitments

{a) Capital commitments

ATEM | TS (Conffd) ‘ .7?. .

in Renminbij -

As at 31 December, 2001, the Group and the Company had capital commitments as follows:

Commitments in respect of aircraft
and related egquipment {Note)
- authorised and contracted for

Commitments in respect of
investments in the Guangzhou
new airport
- authorised and contracted for
- authorised but not contracted for

Other commitments
- authorised and contracted for
- authorised but not contracted for

Note:

The Group

2001
RMB’000

12,052,703

2000
RMB'000

3,161,539

The Company

2001
RMB’000

2000
RMB'000

11,600,308 3,161,539

157,250
3,338,984

3,496,234

43,011
475,164
518,175

16,067,112

38,937
3,501,513

157,250
3,338,984

38.937
3501513

3,640,450

3,496,234 3,540,450

131,255
500,688

38,126.

256,151 296,533

721,943

294,277 418,243

7,423,932

15,390,819 7,120,232

At 31 December, 2001, the Group had on order two Boeing 747-400 freighters, twenty Boeing 737-800 aircraft, one Boeing 757-
200 aircraft and certain fiight equipment, scheduled for deliveries in 2002 to 2005. Deposits of RMB1,812,150,000 have been
made towards the purchase of these aircraft and related equipment. At 31 December, 2001, the-approximate total future payments,
including estimated amounts for price escatation through anticipated delivery dates for these aircraft and related equipment are as

follows:

Year ending 31 December,
2001
2002
-2003
2004
2005

The Group

2001
RMB’000

5,741,839
3,192,272
2,391,690

726,902

2000
RMB'000

1,024,832
2,136,707

The Company

2001
RMB’000

2000
RMB'000

—_ 1,024,832
5,289,444 2,136,707
3,192,272 —
2,391,690 —

726,902 —_

12,052,703

3,161,539

11,600,308 3,161,539

s Chnpq-Somhérn. i




29 Commitments (cont'd)

As at 31 December, 2001, the Group's and the Company’s attributable share of the capital commitments of jointly
controlled entity was as follows:

The Group and the Company

2001 2000
RMB'000 RMB'000

Authorised and contracted for 47,820
Authorised but not contracted for : 671,408

719,228

Operating lease commitments
As at 31 December, 2001, commitments under non-cancellable aircraft and flight equipment operating leases were
as follows:

The Group The Company

2001 2000 2001 2000
RMB'000 RMB'0Q0 RMB’000 RMB'000

Payments duge
Within one year 1,573,046 1,443,673 1,360,272 1,242,697
In the second to fifth year, inclusive | 8,773,384 4,026,992 3,128,249 3,480,275
After the fifth year 289,530 535,466 219,774 386,700

5,635,960 6,006,131 4,708,295 5,108,672

Investing commitments : "
As at 31 December, 2001, the Company was committed to make a capital contribution of approximately RMB82
milion and RMB304 million respectively (2000: RMB261 million and RMB 103 million respectively} to jointly controf

g oY i i
ot entity and associated company.




NOTES TO THE FINANCIAL STATEMENTS iconte) 75

(Expressed in Renminbi).

30 Contingent liabilities

The Company has been advised by its PRC lawyers that, except for liabilities constituting or arising out of or relating
to the businesses assumed by the Company in the Reorganisation, no other liabilities were assumed by the Company,
and the Company is not jointly and severally liable for other debts and obligations incured by the SA Group prior to
the Reorganisation. There are not, however, any definitive PRC regulations or other pronouncements confirming
such conclusion.

The Group leases from the SA Group certain land in Guangzhou and certain land and buildings in Wuhan, Haikou
and Zhengzhou. The Group has a significant investment in buildings and other leasehold improvements located on
such fand. However, such land in Guangzhou and such land and buildings in Wuhan, Haikou and Zhengzhou lack
adequate documentation evidencing the SA Group's rights thereto.

With respect to the facilities in Guangzhou, the SA Group has received written assurance from the CAAC to the
effect that the SA Group is entitled to continued use and occupancy of the land in Guangzhou. The Company
understands that the CAAC is basing its conclusion on an agreement among certain govemment authorities refating
to such land. Such assurance does not constitute formal evidence of the SA Group's right to transfer, mortgage or
lease such real property interests. The Group cannot predict the magnitude of the effect on its financial condition or
operating results to the extent that its use of one or more of these parcels of land or the related facilities were
successfully challenged. The SA Group has agreed to indemnify the Group against any loss or damage caused by
any challenge cr interference with the Group's use of any of its land and buildings.

China Sauttiern Airlines Company, Limited




Fair value of financial instruments and concentration of risk
Financial assets of the Group include cash and cash equivalents, investments, trade receivables and other receivables.
Financial fiabilities of the Group include bank and other loans, accounts payable and obligations under finance leases.

Business risk

The Group conducts its principal operations in the PRC and accordingly is subject to special considerations and significant
risks not typically associated with investments in equity securities of the United States of America and Westem European
companies. These include risks associated with, among others, the political, economic and legal environment, influence of
the CAAC over many aspects of its operations, and competition, in the passenger, cargo and mail airlines services industry.

Interest rate risk
The interest rates and terms of repayment of the Group's bank and other loans, and finance lease obligations are disclosed
in Notes 21 and 22, respectively.

Foreign currency risk

Tne Group has significant exposure to foreign cumency as substantially all of the Group's lease obligations and a significant
portion of its bank loans are denominated in foreign curencies, principally US doliars, and to a lesser extent, Japangse Yen.
Depreciation or appreciation of the Renminbi against foreign cumrencies affects the Group's results significantly because the
Group's foreign currency payments generally exceed its foreign currency receipts. The Group is not able te hedge its foreign
currency exposure effectively other than by retaining its foreign currency dencminated eamings and receipts to the extent
permitted by the State Administration of Foreign Exchange, or subject to certain restrictive conditions, entening into forward
foreign exchange contracts with authorised PRC banks.

Credit risks
Substantially all of the Group's cash and cash equivalents are deposited with PRC financial institutions.

A significant portion of the Group's air tickets are sold by agents participating in the Billing and Settlement Plan ('BSP"), a
clearing scheme between airlines and sales agents organised by Intemational Air Transportation Association. As of 31 December,
20071, the balance due from BSP agents amounted to RMB228,135,000 (2000: RMB495,285,000).

Liquidity risk
As at 31 December, 2001, the Group's net current liabilities amounted to approximately RMB3,6396 million (2000: RMB1,216 -
milion). For the year ended 31 December, 2001, the Group recorded a net cash inflow from operating activities of approximately
RMB2,224 milion (2000: RMB2,355 million), a net cash outflow from investing activities and financing activities of approximately
RMB3,604 million {2000: RMB2,746 million) and a decrease in cash and cash equivalents of approximately BMB1,380
million (2000: RMB331 million). ‘

With regard to 2002 and thereafter, the liquidity of the Group is primarily dependent on its ability to maintain adequate cash
inflow from operations to meet its debt obligations as they fall due and, on its ability to obtain adequate extemal finance
mest its committed future capital expenditures. With regard to the future capital commitments, the Group has obtained i
commitments from several PRC banks to provide loan finance up to an approximate amount of RMB3,275 million and
Group is in negotiation with several PRC banks to provide additional loan finance up to an approximate amount of RMB4
million. The directors of the Company believe that such financing will be available to the Group.

Self insurance risk
The Group maintains a limited amount of property insurance in respect of certain personal and real estate property.

- .-2001 Annuat Report - _
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Fair value of financial instruments and concentration of risk (cont'd)

Fair value -

The camying amounts and estimated fair value of significant financial assets and liabilities at 31 December, 2001 are set out
below:

Carrying i Camying Fair
amount amount value
RMB’000 ’ RMB'000 RMB'000

The Group
Cash and cash equivalents 2,817,863 2,817,863 4,197,455 4,197,455
Bank and other loans, current portion 2,177,516 2,208,056 - 783,115 798,060
Bank and other loans, non-cumrent portion 3,627,594 3,752,143 3,788,698 3,874,296

The Company
Cash and cash equivalents 2,137,582 2,137,582 3,153,571 -3,153,571
Bank and other loans, current portion 1,379,277 1,399,479 392,567 404,250
Bank and other loans, non-current portion 2,111,683 2,196,480 2,092,996 2,155,285

The following methods and assumptions were used to estimate the fair value for each class of financial instrument:

() Cash and cash equivalents
The carrying values approximate fair value because of the short maturities of these instruments.

3

Bank and other loans
The fair value has been estimated by applying a discounted cash flow approach using interest rates available to the
Group for similar indebtedness.

The economic characteristics of the Group's leases \/ary from lease tolease. It is impractical to compare such leases with
those prevailing in the market within the constraints of timeliness and cost for the purpose of estimating the fair value of such
leases. Other investments represent unguoted avatlable-for-sale equity securities of companies established in the PRC.
There is no quoted market price for such equity securities and aocordlngly a reasonable estimate of the fair value could not
be made without incurming excessive costs.

Fair value estimates are made at a specific point in time and are baéed,on relevant market information about the financial
instruments. These estimates are subjective in nature and irivqlve un_certainties and matters of significant judgement and
therefore cannot be determined with precision. Changes in assumptions could significantly affect the estimates.

‘China Southern Alrlines Company Limited”




Segmental information
Geographic information about the Group's revenue and operating profit are as follows:

Hong Kong
Domestic regional International* Total
RMB'000 RMB'000 RMB'O00 - RMB’000

2001
Traffic revenue 12,924,892 1,182,492 2,354,148 16,461,532
Other revenue 359,895 58,231 — 418,126

13,284,787 1,240,723 2,364,148 16,879,658

Operating profit 1,090,154 219,686 90,833 1,400,673

2000
Traffic revenue 11,458,704 1,197,883 2,049,572 14,706,159
Other revenue . 361,524 16,479 94,156 472,159

11,820,228 1,214,362 2,143,728 15,178,318

QOperating profit 899,082 179,640 103,379 1,182,701

* Mainly routes between the PRC and Asian countries, the United States of America, Netherfands and Australia.

The major revenue-eaming assets of the Group are its aircraft fleet, most of which are registered in the PRC. Since the
Group's aircraft fleet is employed flexibly across its route network, there is no suitable basis of allocating such assets to
geographic segments. Substantially ali of the Group's non-aircraft identifiable assets are located in the PRC.




Reconciliation and supplementary statement of cash flow information
The recongiliation of profit before taxation and minority interests to cash inflows from operations is as follows:

2001 2000
RMB’000 RMB'C00

Profit before taxation and minority interests S 795,256 931,230
Depreciation and amortisation of fi xed assets ' 1,802,462 1,845,279
Other amortisation : o 12,512 18,510
Amortisation of defemred credits : (18,483) (26,160)
Share of associated companies’ results e (583,077) (45,949)
Share of jointly controfied entity’s results ' . S 4,034 ‘ —_
Loss/(gain) on sale of fixed assets . ) 55,889 (372,596)
Interest income (49,878) (90,283)
Interest expense 933,717 1,074,236
Unrealised exchange gain, net (292,630) (312,592)
(Increase)/decrease in inventories (2,033) 41,682
Decrease/(increase) in trade receivables 232,228 (26,364)
Decrease in other receivables 42,938 8,652
Increase in prepaid expenses and other assets (136,600) (5,579)
Increase in amounts due to related companies 98,040 144,565
Decrease in accounts payable (167,599) (137,333)
increase in sales in advance of carriage 31,036 17,720
{Decrease)/increase in accrued expenses ’ . (132,121) 393,476
Increase in other liabilities 70,254 95,371
Decrease in provision for major overhauls (40,422) ) (47,333)

Cash inflows from operations .| 3,185,523 3,506,432

Ultimate holding company

The directors of the Company consider the uttimate holding company to be the SA Group, a state-owned enterprise established
in the PRC.

Subsequent events

On 28 January, 2002, the Comparty entered into a conditional agreement wnh the SA Group for the acquisition of five Boeing
737-300/37K aircraft and related spare parts and certain special vehloles from Zhongyuan Airlines, a subsidiary of the SA
Group, at a consideration of approiimately RMB1,097 million. Such Gonsideration is to be satisfied by cash of approximately
RMB132 million together wrth an assurription by the Company of bank debts due from Zhongyuan Alrlines of approximately
RMBS65 million. In addmon the SA Group has agreed to reimbuirse the' Company for rentals totalling approximately RMB150
milfion paid on wet leases of the above aircraft during the period from 1 July, 2001 to 31 December, 2001. The above
acquisition which was approved in a shareholders meehng held on 26 March, 2002 ‘will become effective upon completion
of the relevant Iegal transfer procedures.. . :

 China Soiithern Airtines Company Limited
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Subsidiaries

The particulars of the Company’s pnnmpal subsidiaries at 31 December, 2001 are as follows:

Name of company

China Southem Airlines
(Group) Hainan Co. (a)

China Southem Airfines
{Group) Hunan Co. (8)

China Southem Airlines
(Group) Shenzhen Co. {a}

China Southem Airlines
(Group) Zhuhai Helicopter
Company Limited (a)

Guangxi Airines
Company Limited (a)

Southem Airflines Group
Shantou Aifines
Company Limited (a)

Zhuhai Ailines
Company Limited (a)

Xiamen Airlines
Company Limited (a)

Guizhou Airlines
Company Limited (a)

Baiyun >Gnhlja
(Guangzhou) Air Cargo
Service Co. (b)

:Guangzhou Nanland Air

" Catering Company’
- Limited (b).
Ghina Southem West
“Australian Flying -
“College. Pty Ltd

Place and

déte of
establishment/
operation

PRC 100
5 Septemnber, 1991

PRC
16 December, 1993

PRC
14 QOctober, 1993

PRC
31 August, 1993

PRC
28 April, 1994

PRC
20 July, 1983

PRC
8 May, 1995

PRC
11 August, 1984

PRC
12 November, 1991

PRC ..

4 January, 1989
G
21 November, 1989 .

i Austraha

26 January, 1971

Direct
% .

Attributable
equity interest

Indirect
%

Issued/
registered
capital#

Principal
activities

30,260,000 Airline
39,679,000
Aifine

108,453,000

86,696,000 Aifline

250,160,000
568,142,000 Aifine
80,000,000

7,380,000 Cargo forwarding

Air catering

A$100,000 Pilot training service




Subsidiaries (cont'd)

Name of company
CZ Flamingo Limited
CZ Skylark U«;nited
CZ Kapok Limited
CSA- Limited
CZS?SB Limited
CZ97A Limited
CXA92A Limited
CXAQ3A Limited
CXA95B Limited
CXAQ5C Limited
CXAQ8A Limited

Xiamen Aviation

Property Development

Company (a)

Xiamen Aviation

Advertising Company

_Limited (a)

Place and

date of
establishment/ -
operation -

Cayman fslands
8 December, 1993

Cayman Islands -
17 November, 1993

Cayman Islands
26 October, 1993

Cayman Islands
1 September, 1993

Cayman lslands
11 May, 1993

Cayman Islands
2 January, 1997

Cayman Islands
3 August, 1992

Cayman lslands
1 July, 1993

Cayman Islands
7 July, 1995

Caymanlslands
16 October, 1995

-Cayman Islands

20 March, 1998

PRC ‘
22 June, 1993

PRC

17 December, 1992

Attributable
equity interest

Direct
%

100

100

Indirect
%

: US$1,000

" US$1,000

TATEME

Issued/

registered Principal

capital# activities

US$1,000 Aircraft leasing

US$1,000 Aircraft leasing

US$1,000 Alrcraft leasing

US$1,000 Aircraft leasing
US$1,000 Alrcraft leasing
US$1,000 Aircraft leasing
US$1 OOO Aircraft leasing
L{S$1 ,000 Aircraft leasing
US$1,000 Aircraft leasing
Aircraft leasing
Aircraft leasing

5,000,000 Property

developmetnt

620,218  Aviation advertisiing

China Southern Airl




Subsidiaries (cont'd)

Plaée and
dateof = - - Attributable Issued/
establishment/ equity interest registered Principal
Name of company operation :- Direct Indirect capital# activities
% % ]
Xiamen Aviation PRC — 60 8,560,000 Aviation supplies -
Supplies Limited (a) 30 July, 1997 ]
Xiamen Aviation PRC : — 54 5,000,000  Hotel management
Development 18 February, 1998 v ¥
Company Limited (a) ' E
Bai Lu Finance Limited Hong Kong — 54 HK$10,000,000 Investment holding
22 February, 1996
Xiamen Ajr Holidays Hong Kong — 54 HK$3,000,000 Travel servicing
Limited 28 April, 1994
Xiamen Macau Macau — 275 MOP1,000,000 Travel servicing
Holidays Limited 11 May, 1995
Shantou Hua Kang Air PRC - 42 10,000,000 Air catering |

Catering Company Ltd (a) 22 June, 1994 : : 3
# Expressed in RMB, unless otherwise stated

(a) These subsidiaries are PRC limited companies.

(b) These subsidiaries are Sino-foreign equity joint venture companies.
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Associated companies and jointly controiled entity
The particulars of the Group's principal associated companies and jointly controlled entuty as at 31 December, 2001 are as

follows:

Name of company

Guangzhou Aircraft
Maintenance
Engineering
Company Umited

Southem Airlines
Group Finance
Company Limited

Hainan Phoenix
Information
Systern Limited

Hong Kong Business

Aviation Centre
Company Limited

MTU Maintenance
Zhuhai Co. Ltd.*

Place and
date of
establishment/
operation

PRC
28 October, 1989

PRC
28 June, 1995

PRC
12 March, 1994

Hong Kong
7 January, 1998

PRC
6 April, 2001

Expressed in RMB, unless otherwise stated

This is a jointly controlled entity

Comparative figures

Attributable
equity interest

Direct

%

50

"~ Indirect’

%

Issued/
registered
capital#

Us$27,500,000

424,330,000

US$15,360,000

HK$1,000,000

US$43,100,000

Principal
activities

Provision of aircraft
repair and

maintenance senvices

Provision of financial
services

Provision of ticket
reservation system
services

Provision of private
flight logistic
services

Provision of engine
repair and

maintenance services

Certain traffic revenue previously included in intemational segment has been reclassﬁ‘ ed to domestnc segment and Hong

Kong reglonal segment to better reflect the locality of such revenue.

Southern Airfines

S
¥l
H
H

¥

ol e ol et e el




Effects on the consolidated profit attributable to shareholders and shareholders' equity of significant differences between intemational
Accounting Standards (1AS") and accounting principles generally accepted in the United States of America ("U.S. GAAP") are
summarised below.

2001 2000
RMB'000 RMB'000

Consolidated profit attributable to shareholders under IAS ) 340,225 501,771
U.S. GAAP adjustments: ) n
Sale and leaseback accounting 54,254 (281,101)
Capitalised interest v 18,000 {11.300)
Reversal of additional depreciation arising from
the revaluation of fixed assets 65,000 68,000
Deferred tax effects {50,369) 66,440
Consolidated profit attributable to shareholders
under U.S. GAAP 427,110 343,810

Basic earnings per share under U.S. GAAP RMBO0.13 RMB0.10

Basic earnings per ADS under U.S. GAAP* RMB6.33 RMB5.09

* Basic eamings per American Depositary Share (*ADS") is calcutated on the basis that one ADS is equivalent to SO H shares.

2001 2000
RMB'000 RMB'000

Shareholders’ equity under IAS 9,221,663 8,881,438
U.S. GAAP adjustments: :
Sale and leaseback accounting : (486,325) (540,579)
_Capitalised interest 412,494 | 394,494
Revaluation of fixed assets, net of depreciation : (253,348) (318,348)
Defermed tax asset adjustment on revaluation of fixed assets 80,888 115,993
Deferred tax effects T 22,933 38,197

Shareholders’ equity under U.S. GAAP 8,998,305 8,571,185
L

Sale and leaseback accounting

Under 1AS, gains on sale and leaseback transactions where the subsequent lease is an operating lease are recogrised as income immediately,
if the transactions are established at fairvalue. Differences between the sale price and fair value are deferred and amortised over the period
for which the asssts are expected to be used. Under U.S. GAAP, all such gains are deferred and amortised over the temm of the lease.

"'2001 Annual Re:pon‘ .




Capitalised interest

Under IAS, the Group capitalises interest costs to the extent the related bomowings are directly attributable to the acquisition or construction
of an asset. '

Under U.S. GAAP, interest costs capitalised are determined based on specific borrowings related to the acquisition or construction of an
asset, if an entity’s financing plans associate a specific new borrowing with a qualifying asset. If average accumulated expenditures for the
asset exceed the amounts of specific new borrowings associated with the asset, additional interest costs capitalised are based on the
weighted average interest rate applicabls to other borowings of the entity.

Revaluation of fixed assets

In connection with the Reorganisation, the fixed assets of the Group were ravalued as of 31 December, 1996. Such revaluation resulted in
an increase in shareholders' equity with respect to the increase in camying amount of certain fixed assets above their historical cost bases,
while an exceptional charge to profit and loss account was recorded with respect to the reduction in camying amount of certain fixed assets
below their historical cost bases. In addition, the revalued fixed asset amounts serve as the tax bases of fixed assets for years beginning in
1997. Accordingly, the fixed asset revaluation eliminated certain of the temporary differences which gave rise to a defemed tax asset as at 31
December, 1996. Such tax asset was offset against the revaluation surplus.

As aresutt of the above fixed assets revaluation, additional depreciation charges were recorded in the five years ended 31 December, 2001.

Under U.S. GAAP. fixed assets are stated at their historical cost uniess an impairment loss has been recorded. An impaimment loss on fixed
assets is recorded under U.S. GAAP if the carrying amount of such asset exceeds its future undiscounted cash flows, excluding finance
costs. The future undiscounted cash flows, excluding finance costs, of the Group's fixed assets whose canying amount was reduced in
connection with the Reorganisation, exceed their historical cost carrying amount and, therefore, impaimment of such assets is not appropriate
under U.S. GAAP. Accordingly, the revaluation reserve recorded directly to shareholders’ equity and the exceptional charge recorded under
1AS in 1996 and the additional depreciation charges recorded in the five years ended 31 December, 2001 as a result of the Reorganisation
are reversed for U.S. GAAP pumoses.

However, as a resutt of the tax deductibility of the net revaluation reserve, a deferred tax asset related to the reversat of the net revaluation
reserve is created under U.S. GAAP with a coresponding increase in shareholders' equity as at 31 December, 1996. Such deferred tax
asset will be reversed upon depreciation of the net revaluation surplus included in the fixed assets beginning in 1997.

New accounting pronouncements
SFAS No. 141 and 142

in June 2001, the Financial Accounting Standards Board ("FASB’) issued Statement of Financial Accounting Standards ("SFAS") No. 141,
*Busingss Combinations®, and SFAS No. 142, *Goodwill and Intangible Assets”. SFAS No. 141 requires that the purchase method of
accounting be used for all business combinations inftiated after 30 June, 2001. SFAS No. 141 also specifies the types of acquired intangible
assets that are required to be recognised and reported separately from goodwill and those acquired ‘intangible assets that are required to be
included in goodwill. SFAS No. 142 will require that goodwill no fonger be amortised, but instead tested for impaimment at least annually.
SFAS No. 142 also requires that intangible assets be amortised to their estimated residual values over their respective estimated useful fives
and reviewed for impairment in accordance with SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived
© Assets to be Disposed of and subsequently, SFAS No. 144 after its adoption. Any recognised intangible asset determined to have an

" indefinite useful life will not be amortised, bitt instead tested for impaimment in accordance with such statement until its fife is determined to

" :no fonger be indefinite.
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The Group adopted the provisions of SFAS No. 141 as of 1 July, 2001, and SFAS No. 142 is effective 1 January, 2002. Geodwill and
intangible assets determined to have an indefinite useful life acquired in a purchase business combination completed after 30 June, 2001,
but before SFAS No. 142 is adopted in full, are not amortised. Goodwill and intangible assets acquired in business combinations completed
before 1 July, 2001 continued to be amortised and tested for impairment prior to the full adoption of SFAS No. 142.

SFAS No. 141 will require the Group to evaluate its existing intangible assets and goodwill, if any, and to make any necessary reclassifications
in order to conform to the new separation requirements at the date of adoption. Upon adoption of SFAS No. 142, the Group will be required
to reassess the useful lives and residual values of all intangible assets and make any necessary amortisation period adjustments.

In connection with the transitional impaimment evaluation, SFAS No. 142 will require the Group to perform an assessment of whether there is
an indication that goodwill is impaired as of the date of adoption. The Group believes the adoption of these statements is not expected to
have a matenial impact on its financial statements.

SFAS No. 143

in June 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement Obligations”. SFAS No. 143 requires the Group to record
the tair value of an asset retirement obligation as a lability In the period in which it incurs a legal obligation associated with the retirement of
tangible long-lived assets that result from the acquisition, construction, development and/or normal use of the assets. The Group also JE
records a coresponding asset which is depreciated over the life of the asset. Subsequent to the initial measurement of the asset retirement
obligation, the obligation will be adjusted at the end of each pericd to reflect the passage of time and changes in the estimated future cash
flows underlying the obligation. The Group is required to adopt SFAS No. 143 on 1 January, 2003. The Group has not determined the
potential effects on its financial statements upon adoption of this statement.

SFAS No. 144 ﬁ

In August 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets”, which supersedes both
SFAS No. 121, and the accounting and reporting provisions of APB Opinion No. 30, “Reporting the Results of Operations - Reporting the
Effects of Disposal of a Segment of a Business, and Extraordinary, Unusuat and infrequently Occurring Events and Transactions® (Opinion
30), for the disposal of a segment of a business (as previously defined in that Opinion). SFAS No. 144 retains the fundamental provisions in
SFAS No. 121 for recognising and measuring impaimment losses on tong-lived assets held for use and long-lived assets to be disposed of by
sale, while also resolving significant implementation issues associated with SFAS No. 121. For example, SFAS No. 144 provides guidance
on the accounting for a long-lived asset that will be disposed of other than by sale. SFAS No. 144 retains the basic provisions of Opinion 30
on how to present discontinued operations in the profit and loss account but broadens that presentation to include a component of an entity
(rather than a segment of a business). Unlike SFAS No. 121, an impair{'nent assessment under SFAS No. 141 will never result in a write-down
of goodwill. Rather, goodwill is evaluated for impairment under SFAS No. 142, *Goodwill and Other Intangible Assets™.

The Group is required to adopt SFAS No. 144 no later than the fiscal year beginning after 15 December, 2001. The Group does not expect
the adoption of SFAS No. 144 for long-lived assets held for use to have a material impact on its financial statements because the impainment
assessment under SFAS No. 144 is largely unchanged from SFAS No. 121. The provisions of such statement for assets held for sals or
other disposals generally are required to be applied prospectively after the adoption date to newly initiated disposal activities. Therefors, the
Group cannot determine the potential effects that adoption of SFAS No. 144 will have on its financial statements.

SFAS No. 133

. InJune 1998, FASB issued SFAS No. 133 "Accounting for Derivative Instruments and Hedging Activities®. SFAS No. 133 requires companies
to adopt its provisions for all fiscal quarters of all fiscal years beginning after 15 June, 2000, as deferred by SFAS No. 137. Earlier application
of alf of the provisions of SFAS No. 133 is permitted, but the provisions cannot be applied retroactively to financial statements of prior
periods. SFAS No. 133, as amended by SFAS No. 138, standardises the accounting for derivative instrument by requiring that an entity
recognise those items as assets or liabiltties in the balance sheet and measure at fair value. The adoption of SFAS No. 133 on 1 January,
2001 did not have a material impact on the Group's financial statements. The Group did not hold nor enter into any significant derivative
contracts during or at the end of the periods presented.
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The following consolidated financial information is extracted from the consclidated financial statements of the Group, prepared under
IAS. ' '

Consolidated Profit and Loss Account Data
(in million, except per share data)

Year ended 31 December,

2001 2000 1999 1998 1897
RMB RMB AMB RMB RMVB .
Operating revenue ' 16,880 15,178 13,300 11,849 12,821
Operating expenses {15,479) {13,996) (11,450) (11,259) {10,479)
Operating profit 1,401 1,182 1,850 590 2,342
Share of associated companies’ results 53 46 36 2) 68
Share of jointly controlled entity's results (4) — — — —
Gain on sale of long term investments —_— — 17 — —
1 (Loss)/gain on sale of fixed assets (56) 373 (19) 183 37
' Interest income 50 90 107 226 239
E  nterestexpense (934) (1,074) (1,192) (1,197) (1,194)
Exchange gain/floss), net 297 318 (427) (368) 326
Other, net (11) 5) (4) (21) 115
Profit/(loss) before taxation
- and minority interests 796 931 368 (587} 1,933
9 Taxation (321) (339) (128) 178 538)
Minority interests (135) (S0) (158) (108) (264)
Prdﬂt/(loss) attributable to shareholders (Note 1) 340 502 82 (515} 1131
Basic eamings/(loss) per share (Note 2) 0.10 0.15 0.02 (0.15) 0.42

Notes:

1. During 1999, the Group changed its IAS accounting policy in respect of the recognition of aircraft overhaul expense. Such change was reflected :
in the consolidated financial statements on a retrospective basis with restatement of the relevant balances for the relevant prior periods. _ i

The restatement resulted in a decrease in profit attributable to shareholders for 1997 of RMB11 million; a decrease in loss attributable to
shareholders for 1898 6f RMB29 million; and an increase in profit attributable to shareholders for 1999 of RMB22 million.

2. Basic eamings/{foss) per share for the five years ended 31-December, 1997, 1998, 1998, 2000 and 2001 are computed by dividing profit/(loss)
attributable to shareholders for the respective years by the weighted average number of shares in issue of 2,687,111,436 shares during 1997
and 3,374,178,000 shares during 1998 1o 2001. ~

.~ .China Southern



(in mitlion)

Cash and cash equivalents

Other cument assets

Fixed assets

Total assets

Bank and other loans, current portion

Obligations under finance leases,
current portion

Bank and other foans, non-cumrent portion

Obligations under finance leases,
non-cumrent portion

Shareholders' equity

" 2001 Annual Report

Consolidated Balance Sheet Data

2001
RMB

2,818
1,560
22,710
30,653
2,178

1,452
3,628

7,692
9,222

2000
RMB

4,197
1,692
23,645
30,924
783

1,776
3,789

9,416
8,881

As of 31 December,

1999
RMB

4,588
1,715
24,501
32,558
613

2,000
4,424

11,49
8,380

1998
RMB

4,104
2,080
23,200
32,083
667

1,120
5,033

11,845
8,297

1997
RMB

6,458
1,718
21,023
32,543
984

1,376
4,903

11,428
8,812




97
AB

58

18
23
43

76

03

28
12

Board of Directors

Yan Zhi Qing is the Chairman of the Board of Directors. He became an employee of the Company in February 1996:
Administrative positions which Mr. Yan has held include Director of Flight Operations of the Hunan Provincial Civil Aviation
Administration, Director of the Guangxi Provinciat Civil Aviation Administration, Director of the Central and Southem China
Civit Aviation Administration, Director of the Palitical Department of the CAAC and Party Secretary and Managing Vice
President of the SA Group. Mr. Yan is currently the President and Party Secretary of the SA Group. Mr. Yan graduated
from the School of Aviation Administration and Flight Control in 1962.

Wang Chang Shun is the Vice Chairman of the Board of Directors and the President of the Company. He began his
career in civil aviation in February 1976, mainly involved in air traffic contfol. He has held positions such as Director of the
Flight Operations Office of the Urumai Civit Aviation Administration, Director of the Flight Meteorology a_nd_Fﬁght Safety
Monitoring Division, Party Secretary and Deputy General Manager of Xinjiang Airfines Company, and Party Secretary of
Urumgi Civil Aviation Administration. Mr. Wang graduated from the Post-graduate Business Management Schoo! of the
Chinese Academy of Social Sciences and is qualified as a Senior Expert of Political Science.

Li Feng Hua is a Director and a Vice President of the Company. He joined the SA Group in January 1991 and became
an employee of the Company upon its establishment in March 1985. He has held positions as Chief Captain of the
i - Twenty-sixth Squadron, and the General Manager of the Hubei office of the SA Group. Currently, Mr. Liis also the Party
7 Secretary of the Company, the Chairman of Guizhou Aifines and Guangzhou Nanland Air Catering Company Limited. Mr.
£ Li graduated from the Department of Advanced Flying under the CAAC Aviation College in 1971 and holds a First Class
Pilot Certificate. Mr. Li was awarded by the CAAC a Silver Medal for flight safety. Mr. Li has flown more than 11,000
hours.

Wang Shao Xi is a Director of the Company. He joined the SA Group in January 1991 and became an employee of the
Company upon its establishment in March 1995. Mr. Wang has held various technical and administrative positions,
including Captain of the Sixth Squadron of the Guangzhou Civi Aviation Adrinistration and the chief of airport management.
Mr. Wang is also Deputy Party Secretary of the SA Group and Chairman of Zhuhai Airdines Company Limited. Mr. Wang
graduated from the Air Force No. 14 Aviation School in 1960.

Zhang Rui Ai is a Director of the Company. He joined the SA Group in January 1991 and became an emp!oyee of the
Company upon its establishment in March 1995. Mr Zhang has held various transpdrtationfrelated positions in the air- r
transportation departments of Guangzhou Civil Aviation Administration and served as Manager of the Operation Department. )
Mr. Zhang graduated from the Transportation Department of the CAAC Aviation Oollegq in 1961 and holds a Senior
Economist Certificate. Mr. Zhang is also the Vice President of the SA Group and the Chairman of the Southem Airlines
Group Shantou Airines Company Limited, Balyun Xinhua Cargo Transportation Company and séveral subsidiaries of the
SA Group, including Southem Intemational Air Travel Company, Southern Azmnes (Group) Economic Deveiopment Company
and Nan Lung Travel & Express (Hong Kong) Limited.

Zhou Yong Jin is a Director of the Company. iHe joined the SA Group in January 1991 and became an employee of the
Company upon its establishment in March 1895, Mr. Zhou served as a Director of the Propaganda Department of the SA ;
Group, Party Secretary of the Transportation Department (Guangzhou) of the Company, and Party Secretary of the _
Company's Shenzhen branch. He is currently Chairman of the Labour Union of the Company and a Director of the '
Company . :

Xu Jie Bo is a Director and the Chief Financial Officer of the Oompany He joined the Company in July 1998. Mr. Xu
graduated from the Management Department of Tianjin University. and then served the Flnanaal Department of Guangzhou
Civil Aviation Administration. He was a supervisor-of the Fi nancnal Management Office iorJnirastrucmre Projects and from
December 1992, he was a Deputy Director and Director of 1’ne Fi nanmal Department of Central ‘and Southem China Civil
Aviation Administration. In July 1998 he became General Manager of the Financial Department of the Company. He is a
Director and. the Chief Financial Officer of the-Company. In addition, ‘ne isalsoa Dzrector of Southem Aiflines Group
Shantou Airlines Company Limited and. Guangxi-Airlines Company Lmted !

inés Company Limited .
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Wu Rong Nan is a Director of the Company. He joined the SA Group in January 1991 and became an employee of the
Company upon its establishment in March 1995. Mr. Wu is an air traffic coritrol engineer. He was once employed as the
Director of Flight Operations of the Guangzhou Civil Aviation Administration and has been President of Xiamen Airlines
since 1986.

Simon To is an Independent Non-Executive Director of the Company. He is currently a Managing Director of Hutchison
Whampoa (China) Limited, and also serves as director of several companies in Hong Kong and Foreign-invested companies
in China. Mr. To has managed investment projects in China since earty 1980's and is familiar with the laws and regulations
of Hong Kong and China. Mr. To graduated from the Stanford University with a degree of Master of Business Administration.

Peter Lok is an Independent Non-Executive Director of the Company. He is a veteran in the civil aviation industry. He
joined the Civil Aviation Departmant of Hong Kong in 1956 and became its Assistant Director in 1982, Deputy Director in
1988, and Director from 1990 to 1996. From 1997 to 2000, Mr. Lok was an advisor and president of Hong Kong
Commercial Aifines Center. Mr. Lok has sat on various Committees such as the Evaluation Committees for the Design of
Shanghai's Pudong Airport, Committee for China's Zhuhai Aviation and Spaceflight Fair, Evaluation Committees for the
IATA Eagle Award. He is also an independent director of several! listed airline companies.

Wei Ming Hai is an Independent Non-Executive Director of the Company. He is a Professor and Dean of the School of
Management of Zhongshan University. Professor Wei worked in Jiangxi Provincial Accounting Association, and he started
working in Zhongshan University from 1991. In 1993 he became the chaimman of the Accounting Department in the
School of Management of Zhongshan University. In 1896 he became the Deputy Dean of the School of Management in
Zhongshan University. In January 2000, he became Dean of the Schoo! of Management in Zhongshan University. Since
1998, Professor Wei has been a doctorate advisor for Accounting Information and Investment Analysis. Professor Wei is
also on the board of directors of China Accountants Association, Vice Chaimman of Accountants Association of Guangdong
Province, Vice Chairman of Auditors Association of Guangzhou , Executive Member of the Research Institute of Financial
Costs for Young and Middle-aged Accountants, membér of American Accounting Association. Professor Wei holds a
Ph.D degree in economics and has an MBA degree from Tulane University in the United States of America. He has
published over ten academic books or textbooks, and over 60 academic papers.

Supervisory Committee

As required by the Company Law and the Articles of Association, the Company has a supervisory committeg {the
“Supervisory Committee”) which is primarily responsible for the supervision of senior management of the Company,
inctuding the Board of Directors, executive officers and other senior management personnel, to ensure that they act in
the interests of the Company, its shareholders and employees, as well as in compliance with applicable law. The Supervisory
Committee consists of three Supervisors. Two of the Supervisors are sharehoider representatives appointed by
shareholders, and one Supervisor is a representative of the Company's employees. The Supervisors serve terms of
three years and may serve consecutive terms, All three Supervisors were appointed on 27 January, 1995 at the first
shareholders’ meeting of the Company and re-appointed in the 1997 annual general meeting held on 15 June, 1998.

Liang Hua Fu is the Chairman of the Supervisory Committee of the Company. Mr. Liang held numerous positions in the
Guangzhou Civil Aviation Administration, including Chief of the Navigation Division, Party Secretary of the Transportation
Department, Secretary of the Disciplinary Department and Director of Administration and Supervision. Mr, Liang attended
Tianjin Aviation Schoo! and Guangzhou Political Science 'College.

Gan Yu Hua is a Supenvisor of the Company. Mr. Gan heid various positions in the Chinese commercial aviation
industry, including Deputy Director of the Finance Department, Deputy Chief Accountant and Director of the Audit
Department of the Guangzhou Civil Aviation Administration. He holds & Senior Account Certificate and is a member of thé
Intemational Audiitors Association: Mr. Gan graduated from Shanghai Li Xin'Accounting College in 1948, °

Li Qi Hong isa Supervisor of the Company and the Representétive of the Labour Union of‘thé Company. Mr. Li
graduated from the CAAC Aviation College in 1968, and held various administrative positions in the commercial aviation
industry in China.. : ' :




Senior Administrative Officers

Jiang Ping is a Vice President of the Company. He graduated from the CAAC Aviation Collage. During the period from
1988 to 1991, Mr Jiang was the Director of Flying Safety and Technology Department of Air China. During the period
from 1995 to 2000, he was the Director of the Flight Brigade of the Flight Technology Training Department of Air China.
Mr Jiang has been holding the posttion as a Vice President of the Company since 2000.

Li Kun is a Vice President of the Company. He graduated from the CAAC Management Institute specializing in Air
Transport Management. Mr Ui was the General Manager of the Thailand Office, China Southem Airlines from 1993 to
1995. He became the General Manager of Tr'ansportétion Department of the Company from 1998 to 2000. Mr Li has
been holding the position as a Vice PreSIdent of the Company and the General Manager of the Passenger Service
Department since 2000.

Yuan Xin An is a Vice President of the Company. He graduated from the Air Engineering College. Mr. Yuan has over 25
years of experience in the Chinese aviation industry. He has been the Manager of Quality Assurance and Deputy Controfler
i of Quality Control of Guangzhou Aircraft Ma_intenance Engineering Company Limited, Deputy General Manager of the

: Aircraft Engineering Department of the Company, and Vice President of Guangzhou Aircraft Maintenance Engineering
Company Limited. Mr. Yuan has become the Chief Engineer of the Company since 2000 and he has been appointed as
a Vice President of the Company from April 2002,

Zheng En Ren is a Vice President of the Company. He graduated from the CAAC Advanced Flying College and
possesses the gualification as a First Class Pilot. Mr. Zheng has over 40 years of expen'encé in the Chinese aviation
industry.'He served as the Captain of the Sixth Squadron of the Civil Aviation Administration, Chairman of the Labour
Union and Deputy Chief Captain. During the pericd from 1996 to 1999, he held the position as President of Southemn
1 i Airlines (Group) Shantou Airlines Company Limited. Mr. Zheng was an Assistant to the President of the Company from
1999 to April 2002. He has been appointed as a Vice President of the Company from April, 2002.

Yang Guang Hua is curently a Vice President of the Company. Mr, Yang has almost 30 years of experience in the
' Chinese aviation industry. From 1990 to 1992, Mr. Yang was the Director of Safety of the Hunan Civil Aviation Administration.
E From 1992 to 1998, he held the position as Vice President of China Southem Airfines {Group) Hunan Co.. Mr. Yang was
the President of the Southem Airlines (Group) Zhuhai Helicopters Company Limited from 1998 to 1999. He then served
as the President of Southem Airlines Henan branch from 1999 to April 2002. Mr. Yang has béen appointed as a Vice
President of the Company since April 2002.

.Su Liang is curently holding the position as Company Secretary. He was a graduate of the Cranﬁeld College of Aeronautics,
University of Cranfield, United Kingdom, specializing in Air Transport Management Engin_eerin'g.' Mr. Su is a holder of

“master degree. During the period from 1998 to 1899, Mr. Su held the position as Deputy Man‘ager‘ of the Flight Operations

- Department, China Southem Airfines Shenzhen Co. and from 1999 to 2000, he was the Manager of the Planning and
. Admrn»stratlon Department of China Southem Alirfines Shenzhen Co.. Mr. Suwas in charge of the intemational cargo

" project of the Company, responsible for the plan_nlng and development of the Company’s North Américan cargo business.
From 2000 to date, Mr. Su is the Company Secretary.

Hao Jian Hua js currently the Chief Pilot of the Oompany," He completed his piloting at the CAAC Advanced Flying
’ College' Mr. Hao has held positions as Captain, then Deputy Chief Captain, and subsequently Chief Captain of the Sixth
. Squadron of the Civil Aviation Administration during the period from' 1989 to 1994. He then became a Deputy General
Manager from 1994 to 1998, and the General Manager, from 1998 to 1999, of the F?ymg Av:atlon Department of the
-Company He has been the Chisf Pitot of the Company from 1999




in this Annual Report, unless the context otherwise requires, the following terms shall have the meanings indicated:

Capacity Measurements

“available seat kilometres" the number of seats made available for sale
or “ASKs" muttiplied by the kilometres flown
“available tonne kilometres” the tonnes of capacity available
or "ATKs" ) for the transportation of revenue load (passengers and cargo) multiplied

by the kilometres flown

Traffic Measurements

“revenue passenger the number of passengers carried multiplied
kilometres” or "RPKs” by the kilometres flown
“cargo tonne kilometres” the load in tonnes multiplied by the kilometres flown
“revenue tonne kilometres” the load (passengers and cargo) in tonnes
or "RTKs" multiplied by the kilometres flown

Yield Measurements

“passenger yield" revenue from passenger cperations divided by RPKs

“cargo vield” revenug from cargo operations divided by cargo tonne kilometres
“average vield” revenue from airline operations (passenger and cargo) divided by RTKs

“tonng” a metric.ton, equivalent to 2,204.6 pounds
Load -Factors

*passenger load factor” RPKs expressed as a percentage of ASKs
*overall load factor ' . RTKs expressed as a percentage of ATKs
Utilisation

“utilisation rates®

- the actual number of flight and taxi hours per aircraft per operating day

2001 Annuél _Repoﬁ L
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

CHINA SOUTHERN AIRLINES COMPANY LIMITED

By /s/_Su Liang
Name: Su Liang
Title: Company Secretary

Date: April 29, 2002



